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PRIORITIES, ALLOCATIONS, AND LIMITATIONS 


MARSHALL R. COLBERG 
Florida State University 


Acting under authority conferred by Congress, our federal executive agencies 
are developing a system of economic controls resembling those employed both 
during and just after World War II.' The wartime controls, like those now being 
imposed, were designed principally to aid munitions production and curb in- 
flation. The postwar controls were utilized to facilitate reconversion—especially 
construction under the Veterans’ Emergency Housing Program—and, until 
termination of most OPA regulations in October 1946, to retard the rise of 
prices.” 

An observer of the evolving system of industrial controls is likely to obtain no 
clear picture of the various types of regulations being used to channel and con- 
serve critical materials. He is more likely to be acquainted with price and credit 
controls, about which much more has been written.’ The picture is clouded by 
the administrative practice of designating orders mainly according to material 
rather than type of control. For example, a single ‘‘M Order’? may describe the 
use of priorities, limit civilian use, and restrict inventory accumulation for a 
particular material. While this method of classification is probably the most 
useful to producers and users of materials, it is poor for the person interested in 
the regulations as types of economic control. The National Defense Production 
Act of 1950, the principal statute under which controls have been imposed to 
date, is itself weak in classification of kinds of authorized regulations. For ex- 
ample, Title I, labelled ‘‘Priorities and Allocations,” also permits a distinctly 
different sort of control, namely, the prevention of hoarding by businessmen and 
householders. 

The present paper will attempt to contribute to understanding of the emerging 
pattern of economic regulation by distinguishing between priorities, allocations, 
and limitation orders as types of control and by identifying principal variations 
which have been used to date of this writing. A few geometrical figures will be 


1 “Left-over legislation’? from World War II was used as authority for regulation in the 
early stages of the present period of crisis prior to the creation of legislation patterned to 
the new emergency, as described in Economics of National Security, edited by G. A. Lincoln, 
W.S. Stone, and T. H. Harvey, Chap. II. 

2 Reference will be made more frequently in the present paper to controls imposed under 
the postwar (Wyatt) housing program than to the World War II experience because of the 
writer’s more continuous association with the former as a federal employee. 

3 Gardner Ackley in ‘“‘The Relation of Price and Production Controls,” American Eco- 
nomic Review, March 1951 emphasizes the almost complete neglect by economists of direct 
controls other than price controls. 
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presented which may be useful in pedagogical exposition of the effects of the 
direct controls which are discussed, and certain policy recommendations growing 
out of the analysis and general observation will be made. The approach will be 
chiefly general and theoretical in nature, references to actual regulations being 
illustrative with no claim that they are comprehensive, current, or official.‘ 


I. PRIORITIES 


Like ration tickets, priority (or preference) ratings are issued by government 
to certain classes of potential buyers in order to give special force to their de- 
mand. Generally, it is legally permissible for buyers other than those holding 
priorities to attempt to purchase the commodity concerned, whereas under a 
rationing system those without governmental tickets cannot legally compete 
for available supplies. Priority ratings differ also in that they can be applied to 
production contracts so as to claim for such orders an earlier and fuller use of 
productive capacity than they might otherwise enjoy. The main practical im- 
port of preference ratings derives, however, from the superior claim which they 
give their holders over materials, equipment, or supplies produced for general 
sale. 

In terms of static analysis, both rationing and priority systems can be most 
naturally examined through their effects on demand, rather than supply. This is 
because in each case the initiative in application comes from buyers rather than 
sellers. However, both devices cause sellers to alter their supply schedules and 
can, alternatively, be analyzed from that viewpoint. 

A rationing system is generally shown graphically to have the effect of reduc- 
ing total legally effective demand, ideally to the point where quantity demanded 
is just equated to quantity supplied at the ceiling price. A priority system, on 
the other hand, usually leaves total demand the same but (like the discriminating 
monopolist) breaks it into segments for different treatment. 

In figure 1 it is assumed that there are two priority ratings, A and B, the 
former superior to the latter. This splits total demand into three portions—A- 
rated, B-rated, and unrated. It has been assumed in drawing the chart that 
preference ratings have been issued in excess of quantities which holders would 
actually wish to apply to sellers except at prices below the ceiling OP. This may 
readily occur if program administrators issue ratings on the basis of over- 
optimistic estimates of production possibilities for favored end items (e. g., 
military airplanes or veterans’ housing). If priorities were not overissued, the 
demand curves bearing ratings would become vertical below price OP, and un- 
rated demand would kink so as to become more elastic below OP. 

In view of the assumed ceiling price OP, buyers will be willing to purchase OG 
units while sellers will offer OH, leaving HG as unsatisfied demand. The priori- 
ties system should place the entire incidence of this deficit on the unrated buyers 


4 Any attempt in a paper such as the present one to describe existing regulations at all 
fully would quickly be overtaken by events. For conscientious perusal of the Federal Regis- 
ter in order so follow the new regulations, the writer is indebted to a former graduate stu- 
dent, Captain Alvin Brown, USAF. 
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so long as OH is at least equal to the sum of OJ and OK—amounts which priority 
holders will buy at the ceiling price. If OH is less than this sum not all of the B 
priority holders can purchase as much as they desire, and persons without ratings 
can legally acquire none. If OH is less than OJ, both unrated and B-rated de- 
mand is entirely unsatisfied; even the A rating becomes only a “hunting license”’ 
and its holders will not all bag their game.® Like money, priority ratings decline 
in value when overissued. 
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Fig. 1. A Priorities SysteEM—Spuiits DEMAND INTO SEGMENTS 


Number of Ratings 


Figure 1 assumed the existence of two priority ratings. To date of this writing 
a single priority rating (DO) has been utilized (breaking total demand into only 
two components—rated and unrated). This practice evolved from dissatisfaction 
with the multiple rating system used during the war years when there was a 
tendency to use higher ratings on far too high a proportion of munitions con- 
tracts (crying “Wolf” too often). It should be recognized, however, that the 


5 This was frequently the case with HH ratings issued in 1946 to give builders of veterans’ 
housing preference in buying needed construction materials. 
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single rating system is less effective than a well-administered multiple rating 
system in distinguishing between the relative military urgency of the various 
munitions. 

The employment of a priorities system assumes that the various production 
requirements can be listed in the order of their importance, the last unit in each 
higher preference category possessing more importance than the first unit in 
the next category. The single rating system implies only that all units purchased 
on rated orders are of more importance than all unrated items. As such, it is an 
uneasy compromise between the desire of authorities to rate items in relative 
importance and their fear of rating them improperly. 

Extendibility 

Under provisions of NPA Regulation 2—Basic Rules of the Priority System— 
as issued in October 1950, a DO rating placed originally on a defense procure- 
ment contract can be extended (re-applied) by the recipient to secure preferred 
delivery of material which he will deliver or process. If delivery is made out of 
inventory, the preference rating can be used to replenish the stock. This contrasts 
sharply with the practice under the Wyatt Housing Program of 1946 when most 
preference ratings were not extendible by the person to whom first applied. 

Unlimited extendibility is theoretically desirable as a program-supporting 
device. However, businessmen often object when established channels of distri- 
bution are thereby upset. They point out that the privilege of extendibility can 
be abused by a priority holder who may secure delivery of 2 reasonable quantity 
of a material from his regular supplier and also from another source by serving 
the mandatory rating on a firm with which he does not usually deal. 

An exception to full extendibility of ratings has been made in the case of steel. 
Mills are required under terms of NPA Order M-6 (at present writing) to make 
allotments of available steel to each regular distributor amounting to not less 
than the percentage of each product delivered to his warehouses in the period 
January 1, 1950, to September 30, 1950. Steel distributors may extend DO 
ratings only to replace stock losses due to their own deliveries on rated orders. 
Thus, a distributor so located as to do a greater-than-average amount of business 
with firms having defense contracts cannot automatically secure a larger allot- 
ment of steel by extending ratings back to the mills. The system has the effect 
of perpetuating established mill-warehouse relationships rather than permitting 
defense orders through priorities and their extension to establish new patterns 
of steel distribution with respect to quantities not sold directly to users by the 
mills. Increasing pressure will probably be applied to administrative officials to 
limit the extendibility of ratings as the volume of defense production grows and 
priority ratings thereby gain in importance. It should be recognized that each 
limitation of extendibility is a concession to ‘‘business as usual’ and a weakening 
of the material-channeling power of priorities. 


Ceilings 
The earlier graphical analysis assumed that sellers were legally obliged to 
honor all priority ratings. However, to guard against pre-emption of available 
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supplies by holders of ratings it has been the usual federal practice to place a 
‘‘ceiling”’ on the percentage of materials which must be delivered on rated orders 
in any period. Such ceilings are a concession to sellers, permitting them to satisfy 
some of their better customers who may be ineligible for preference ratings. 
Under the postwar housing program ceilings on priority purchases of building 
materials were generally between 60 and 75 per cent. During the early months 
of the current regulatory effort ceilings were much lower. For example, under 
National Production Authority Order M-1 (at time of writing) ceilings on the 
percentage of steel required to be delivered on rated orders range from 5 per cent 
on carbon semi-finished steel to 25 per cent on alloy semi-finished steel. These 
low ceilings reflect both the low level of defense production in the early period 
of re-armament and the caution with which the new regulatory agencies took on 
their duties. (High percentage ceilings do no harm unless preference ratings are 
issued in excess of program needs and further, unless inventory control is in- 
effective.) As defense production becomes a larger part of total output, and as 


more confidence is acquired in program administration, ceilings applicable to 
rated orders will undoubtedly be raised.* 


Set-A sides 


A more rigorous form of priorities regulation—little used during the early 
months of the current emergency—i; the ‘‘set-aside’”’ of materials for preferred 
buyers. Under this form sellers must earmark the designated proportion of out- 
put or receipts for sale only on rated orders. The strongest version of this type 
of control requires that any quantity set aside but not bought by priority holders 
in a given period must be held until so purchased or until specifically released 
by the administrator. Under a less stringent version there is an automatic release 
of quantities not claimed by preferred buyers by a designated date. 

A set-aside order may apply to all or only part of output or receipts of a given 
period. NPA Order M-3, as originally issued, provides a recent example of a 
total set-aside in that it requires 100 per cent of the output of Columbium 
Bearing Steel to be sold on DO-rated orders. While a set aside system increases 
the assurance that priority orders will be filled promptly, the extensive use of 
such a system imposes several administrative difficulties. The percentage to be 
set aside must be calculated to correspond closely to the proportion which pro- 
gram requirements bear to total available supply. Even if this over-all corre- 
spondence is attained, regional or other deviations are apt to cause the set aside 
to be too low for some firms and too high for others. Where the percentage is 
too high, temporary involuntary accumulations of inventories will ensue. Appli- 
cations for release of such quantities, burdensome to both firms and adminis- 
trator, then become necessary unless release is automatic at a particular time 
of month. 

Previous experience with production controls suggests that greater use may be 
made of the set-aside version of the priority system as the re-armament program 


6 If ceilings are set too low it may be easier to get delivery of materials without priorities 
since sellers are apt to sell no more than the government requires to those who apply ratings. 
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proceeds. It also warns that this version is cumbrous and should be imposed only 
when the simpler practice proves ineffective. 


General 


A system of priorities has a tendency to be an “‘all or nothing” mechanism for 
channeling materials when the government-sponsored program assumes im- 
portant dimensions. In attempting to insure the success of preferred production 
programs, government agencies and private firms authorized to use preference 
ratings tend strongly to over-estimate actual material needs of such activities. 
In addition, requirements estimates made by government agencies generally 
suffer from the roughness of the calculations since programs change so rapidly 
that short-cuts of questionable accuracy must be employed continually. Over- 
estimation of requirements leads to the issuance of preference ratings for more 
material than is actually needed for program support by eligible firms; impor- 
tant non-priority buyers are likely to secure the remainder of available supplies 
(aided by ceilings on priorities); buyers with neither priorities nor strong connec- 
tions are apt to get none.’ 


II, ALLOCATIONS 


During World War II, and to a lesser extent during the period of postwar 
reconversion, allocations replaced priorities as a device for channeling the more 
important materials into uses preferred by the government. In the earlier phases 
of United States participation in the war, allocations were made under the 
“Production Requirements Plan’ (PRP), covering over 30 critical materials. 
All but the smallest users of these materials were required to submit require- 
ments estimates and supporting data. These were screened and scaled down to 
estimated availability by the War Production Board which then made individ- 
ual allocations. Late in 1943 the system was abandoned in favor of the ‘“‘Con- 
trolled Materials Plan’? (CMP), comprehending only steel, copper, and 
aluminum.* Requirements for these materials were centrally computed and 
allocations made to the interested ‘‘claimant agencies” (such as Army, Navy, 
and Aircraft Resources Control Office). Where it was clearly necessary, produc- 
tion programs were cut back to keep them within apparent availability of the 
controlled materials. Allocations were made by claimant agencies to end-item 
manufacturers who, in turn, were responsible for sub-allocations to their com- 
ponent producers. In this way CMP made use of knowledge possessed by claim- 
ant agencies of end items and the self-interest of final munitions makers in in- 
suring required component flows. 

Limited use was made of allocations in the postwar reconversion period, 
prime reliance being placed on channeling via priorities. Principal materials for 


7 Under the postwar housing program, some manufacturers of prefabricated housing were 
able with government assistance to secure so much more plywood than they could process 
that large scale resale was necessary. 

8 It has recently been announced that a Controlled Materials Plan will again be utilized 
beginning July 1, 195]. 
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which allocations were employed late in 1946 and early in 1947 were merchant 
pig iron, iron castings, and steel. The postwar allocation system was “horizontal” 
(like PRP) rather than vertical (like CMP) despite some use of the claimant 
agency technique in its administration. Relatively small proportions of avail- 
able supplies were allocated. For example, only 7 to 20 per cent of the supply 
of various kinds of sheet steel was involved. About 40 per cent of merchant pig 
iron was allocated between August and December 1946.9 

Whatever its specific form, a materials allocation system differs from a priori- 
ties system in that the principal government action occurs on the supply, rather 
than the demand, side and in that more detailed administrative procedures are 
necessarily involved. When a priorities system is used, the government leaves it 
to the initiative of the holder of the rating to seek out a seller of the material 
which he needs even though it is also to the government’s advantage that his 
quest be successful. Under an allocations system sellers are given specific direc- 
tives to deliver according to a definite schedule to specified buyers. For example, 
under Supplement 1 to NPA Order M-1 issued during October 1950, steel mills 
are required to deliver to freight car producers the tonnages to be specified in 
future directives. Similarly, Supplement 2 to Order M-1 provides for allocations 
of steel to the Great Lakes Vessels Program in amounts as subsequently 
directed.!° 

Proper use of an allocations system requires that administrators possess an 
advanced degree of knowledge of the identity, products, and output schedules 
of both sellers and users of the materials concerned. This knowledge must ap- 
proach in detail the mass of information possessed by the firms themselves— 
usually the product of long experience. Government personnel are generally 
aided by requirements and production data submitted by affected firms, but 
must remove bias of many kinds. There is a strong tendency toward exaggera- 
tion of requirements in anticipation of cut-backs; or, if the inflation is not pur- 
posive, several ‘‘safety factors” are likely to be included even when the simul- 
taneous realization of all of the contingencies is extremely unlikely. Government 
officials, as well as businessmen, may strive vigorously and artfully to secure 
preference for material uses which they prefer. 

Geometrically, a priorities system was shown to break demand for a com- 
modity into segments because the initiative is left with buyers to present rated 
orders. An allocations system can more naturally be depicted as an authorita- 
tive splitting of swpply into segments, since the principal action occurs on that 
side. 

Figure 2 pictures a system of partial allocation of a material, the time span to 

9M. R. Colberg, Federal Control of Construction Following World War II, a Ph.D. thesis 
deposited in the Library of the University of Michigan, 1950, p. 148. 

10 Synthetic rubber produced in government-owned plants is “‘allocated’’ to civilian 
goods manufacturers under NPA Order M-2, according to the wording of that Order. It 
seems preferable, however, to consider this an “‘allotment”’ since it is based on relative 
consumption during the year ended June 30, 1950. The term “allocation” seems more 


appropriate when quantity is based on the changing requirements of a government-spon- 
sored program. 
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which it pertains being a period for which such authoritative channeling is car- 
ried out. The total supply curve for the critical material is assumed to be SS, 
while total demand is DD. Since price is assumed to be administratively fixed 
at OP, total amount supplied will be OB and unsatisfied demand BD. 

From applications submitted by firms qualified to receive allocations, the 
administrative agency can determine the quantity OA, namely the amount 
which such buyers state they wish to purchase at the established price. (This 
may exceed the amount they would actually wish to buy, i.e., their part of total 
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amount demanded at price OP.) The screening process is supposed to reduce 
“amount applied for” (OA) to “amount required” (OR) to support the govern- 
ment’s program. If the administrator allocates enough of the material to meet 
this requirement, the curve of “allocated supply” will be SFG. The curve of 
“free supply” (S’S’), representing quantities available to non-preferred buyers, 
is found by subtracting allocated supply from total supply. 

Assuming that OA actually represents the quantity which preferred firms 
wish to buy at the controlled price, RA measures their unsatisfied demand while 
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BD minus RA is the unsatisfied demand of firms which must compete for the 
unallocated supply. If cut-backs from requested amounts are unduly sharp, the 
program-supporting firms may have to absorb more than a proportionate share 
of the total deficit, since sellers are unlikely to allot larger amounts to preferred 
firms than the government compels. In guarding against this possibility, govern- 
ment officials are prone to be too lenient in the screening process, especially 
because they are likely to lack adequate statistical information. Also, late ap- 
plications must be processed hurriedly ; deadline dates cannot be strictly enforced 
without hurting the government’s own program. As a consequence, a system 
of partial allocation of a material is apt to lead to over-allotment to firms which 
qualify as program-supporting. Total, or near total, allocation of key materials 
tends to become increasingly attractive as a program develops and as sufficient 
administrative staff is assembled and trained to handle the complex job. 


Ifl. LIMITATIONS 


It is in a sense inconsistent for the government to make use of such direct 
channeling devices as priorities and allocations and at the same time employ 
limitation actions as an indirect means of forcing resources into preferred uses. 
If the direct actions are successful, the indirect methods are unnecessary. There 
is, however, some justification for the simultaneous use of both approaches: (1) 
the direct devices are unlikely to cover all materials in critically short supply, 
and limitation orders may act to conserve otherwise unchanneled materials; 
(2) limitation orders can be used in lieu of comprehensive allocations to civilian 


goods industries to promote a more equitable distribution of critical materials 
among “non-program”’ firms. 


Types of Limitations 
Use is presently being made of seven principal types of limitation orders, apart 
from price and credit controls. These may be classified as: input, output, in- 
ventory, delivery, export, import, and shipping limitations. The first three 
named are the most interesting and important of the group and will be further 


examined. Each of the three is “‘micro-economic” in nature, defining actions re- 
quired of particular firms and industries. 


Input Limitations 

Heavy reliance has been placed during the present emergency on limitation 
of the input of critical materials into civilian manufactures. Three principal 
variations of this control have been employed to date of this writing: 

1) The limitation of material use to a given percentage of each firm’s use 
during a specified base period; 

2) The complete prohibition of use of certain critical materials in specified 
lines of non-defense production; 

3) The specification of maximum allowable proportions of critical materials 
which may be used in civilian production. 

An example of the first of these types of input limitation is found in NPA 
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Order M-14 pertaining to nickel. As amended January 23, 1951, this order per- 
mits each manufacturer to consume in civilian production only 65 per cent as 
much nickel per quarter as he used quarterly in the six months ending June 30, 
1950, with not more than 40 per cent of a quarter’s quota to be used in any one 
month. Very similar input restrictions apply to aluminum and certain other 
materials deemed critical. 

Complete prohibition of use of a critical material in specified kinds of civilian 
production is found in NPA Order M-7, as amended February 1, 1951. This 
regulation provides that after April 1, 1951, aluminum may not be used in such 
non-defense articles as fences, doors, jewelry, boats, venetian blinds, and over 
one hundred other items.!! (More essential aluminum articles are subjected 
instead to the less drastic sort of cut-back previously described.) The use of 
nickel is similarly completely prohibited for a comparable list of civilian goods. 

The third variety of input limitation is well exemplified by NPA Order M-2 
pertaining to rubber. This regulation, as amended March 1, 1951, provides, 
among other things, that an average of only 15 per cent of natural rubber may 
be used in small passenger car tires (22 per cent in the larger sizes). 


Output Limitations 


Outright limitation of the output of civilian goods as a means of indirectly 
aiding the defense effort has thus far been employed sparingly. Two principal 
variations of this type of regulation are in use: (a) limitation through specific 
order; and (b) limitation by means of administrative discretion applied sepa- 
rately in each case. 

Both varieties are found in NPA Order M-4 applying to non-residential con- 
struction. Amusement construction is specifically forbidden except in unusually 
meritorious cases. Other types of non-residential construction require individual 
screening by the NPA which authorizes projects only when they are deemed to 
further the defense effort, or are essential to public health, safety, or welfare, or 
where denial would impose particular individual or community hardship. (Small 
jobs, maintenance work, and construction in certain designated fields are exempt 
from the order.) 

A variation of the specific output order, which has thus far been used but 
little, can be designated a ‘“‘production directive.” This type of order pertains 
to producers of multiple products, requiring that they turn out such com- 
modities in designated proportions. This can be considered a variety of output 
limitation in that it imposes an upper limit on the proportionate output of one 
good and a lower limit on the relative output of another (whose production the 
government is attempting to insure). 

A production directive is included, along with many other regulations, in 
NPA Order M-2 pertaining to rubber. This directive is designed to insure an 
adequate output of camelback (used in re-treading tires). As amended March 1, 
1951, Order M-4 requires that each firm which produced camelback during the 


11 The effective date of this prohibition was later moved back one month after protests 
by affected businessmen. 








Fe 











— 


Eg 
a ~ - 








PRIORITIES, ALLOCATIONS, AND LIMITATIONS 155 


year ended June 30, 1950, shall produce each month one and one-half times as 
much of this product in relation to total new rubber consumption in the manu- 
facture of transportation items as it did in that base year. For example, if the 
proportionate output of camelback was 5 per cent in the base period it must 
now be 73 per cent. 

In general, output limitation is apt to be a more drastic control than input 
limitation since the latter generally permits the continuation of a substantial rate 
of civilian production through substitution of less critical materials. Where such 
substitution is unfeasible, however, input limitation may be as effective as out- 
put limitation in causing firms to seek defense contracts in the face of dwindling 
civilian production possibilities. 


Inventory Limitations 


The most widely used type of limitation order applies to business inventories. 
NPA Regulation 1 required that users of the specified production materials 
maintain no more than “minimum working inventories” of these materials. 
Subsequent ‘‘M Orders” have added to the list of materials comprehended by 
the regulation. 

In recent months a number of inventory limitations have been made specific 
in terms of number of “days of supply”’ permitted to be on hand. For example, 
NPA Order M-10 as originally issued allowed manufacturers a 20-day stock of 
cobalt, based on minimum input requirements. Order M-12 limited the holdings 
of brass mill products to the lower of a 45-day supply or minimum working in- 
ventory, and of copper forms and products to a 60-day or minimum working 
supply. 

Specific, rather than general, inventory controls are desirable as a means of 
facilitating the job of compliance officers by making more objective the criteria 
by which legality of stocks is to be judged." It seems likely that specific inven- 
tory limits will find greater use as the defense program proceeds and more de- 
tailed industrial knowledge is acquired by the administrative agencies. This was 
the experience with inventory control during the postwar reconversion period. 


Analysis of Limitation Orders 


Government-imposed limitation orders provide interesting possibilities for 
the use of indifference curve analysis, and some of the probable effects of such 
orders can scarcely be divined by other means. The technique is especially ap- 
plicable to input and output limitations and will be illustrated for one of the 
more interesting varieties of the latter, namely, the production directive. Its 
applicability to other types of input and output limitations will then be sug- 
gested without detailed development. 

The curves needed in analysis of the effect of a production directive on the 


12 The difficulty of the compliance enforcement task is suggested by the estimate that an 
average of three and one-half days was required to make an inventory investigation under 
the postwar housing program. Civilian Production Administration, From War to Peace— 
Report to the President (Washington, Dec. 6, 1946), p. 3. 
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individual firm are presented in figure 3. Constant outlay curves connect com- 
binations of two products of the firm which can be turned out with no change 
in total cost, each higher indifference curve representing greater output and 
larger cost. For example, camelback rubber output could be measured along one 
axis and the other product(s) along the other axis. 

Shapes of the constant outlay curves are determined by relative marginal 
costs, the slope at any point being the ratio of the marginal cost of product A 
to that of B. In drawing the constant outlay curves it has been assumed that the 




















Quantity 
oF 
Product 
B 
Locus Actec 
Directive 
u 
Locus Begore 
Directive 
L 
R 
al 
M > 4 
fe) R' 


K 
Quantity of Product A 
Fic. 3. A Propuction DrrectivE—ALTERs Locus or OvuTputs 


two commodities are “rivals” in the sense that an increase in the rate of output 
of one raises the marginal cost of the other. The effect of rivalry is to make the 
higher constant cost curves less concave. (Producing more of A raises the mar- 
ginal cost of B so that a smaller amount of B must be given up to keep outlay 
constant than if the shift did not occur.) 

The slope of the constant revenue line RR’ is determined by relative selling 
prices, being equal to the ratio of the price of A to that of B. Price control is 
assumed to be in force. 
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WL. multiple products are turned out in variable proportions by a firm, the 
condition of short-run equilibrium is generally that the marginal cost of each 
commodity be equal to its marginal revenue.” Profit considerations will tend to 
lead the firm to turn out combinations which lie along the line OL, the locus of 
points of tangency of constant revenue and constant outlay curves. The particu- 
lar point of tangency corresponding to the optimum (pre-directive) combina- 
tion of products will be that which lies on the constant revenue and constant 
outlay curves associated with the greatest profit: this is assumed to be point T. 

If a production directive is issued which requires, for example, that the rate 
of output of B be twice that of A, the permissible combinations of output will 
lie along OL’ (which is drawn so that Y is twice X at every point). After com- 
pliance with the directive, profit will necessarily be lower since an optimum 
combination can no longer be achieved. If outlay were held the same after the 
order as before, the decline in profit (measured in terms of product B) would be 
HJ, since a lower constant revenue curve would pass through the point J. 

The manager of the firm may find it most profitable to decrease, maintain, 
or (possibly) increase total outlay in response to the directive. His response is a 
critical question since a substantial decrease in outlay might mean less output 
instead of more of the item which the government is attempting to stimulate. 
It is possible to infer from the diagram the effect of each of several factors on the 
post-directive outlay. 

1) Ready physical variability of proportions is clearly favorable to issuance 
of such a regulation. This condition will mean less concave outlay curves and 
smaller profit reductions (like HJ) if total outlay is maintained. wmece variability 
of proportions may take some time to effect, a sufficient period of warning prior 
to the initial date of operation of the regulation is desirable. 

2) It is desirable that the products be rivals from a cost viewpoint. This 
relationship makes higher outlay curves less concave so that outlay is more 
likely to be maintained or increased in response to the directive. The configura- 
tion of OL is also affected by the cost rivalry. It is unlikely that an increase in 
output of A by one unit will increase the marginal cost of B by just the same 
amount as a unit increase in B will raise the marginal cost of A. If the marginal 
cost of B is the more responsive to an increase in rival output within the firm 
the locus OL will tend to bend to the right; if the opposite situation prevails it 
will tend to bend to the left.* Leftward bending of OL is favorable to main- 
tenance of outlay after the production directive. Therefore, to the extent that 


13 An exception may occur when raw materials entering into multiple products are pro- 
duced in fixed proportions by the monopolist. Then proportions of the final products may be 
varied simply by not ‘working up” all of the jointly produced raw materials, and the 
monopolist may find it profitable to follow this practice. In this event the marginal cost of 
only one final good will equal its marginal revenue. The marginal direct cost of the other 
final good will be equated to its marginal revenue. M. R. Colberg, ‘(Monopoly Prices Under 
Joint Costs: Fixed Proportions,’’ Journal of Political Economy, Feb. 1941, pp. 108-110. 

14 The effect of rivalry may be more than offset by the relative slope of the marginal cost 
curves so that a ‘‘tendency”’ to bend in a given direction may not cause an actual bend in 
that direction. 
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rivalry does not operate with equal force in both directions, it is preferable 
that the product favored by the directive exert greater influence on the cost of 
the other. 

3) The higher the price of the favored good compared with the other, the less 
likely it is that the directive will cause aggregate outlay to be reduced. (A rela- 
tively high price for B reduces the magnitude of profit reductions like HJ.) 

It is believed that indifference analysis along the line indicated will sometimes 
be useful in actual program administration, helping to isolate the more important 
variables to be measured in statistical surveys or in suggesting questions to be 


asked of industry representatives in meetings held prior to issuance of 
regulations. 


Analysis of Material Input Limitation 


To illustrate and analyze an authoritative limitation of input of a critical 
material one can plot production indifference curves, each connecting combina- 
tions of the critical and non-critical material(s) usable for a given volume of 
output of a civilian good. (The curves will be concave upward.) Relative prices 
then determine relative desired use, in the usual manner. However, the govern- 
ment’s limitation order on use of the critical material forces a greater-than- 
optimum use of the other material(s), substituting a new locus of authorized 
positions for the locus of combinations based on cost minimization. 

The nature of the locus of authorized combinations depends on the wording 
of the limitation order. If the order limits input to a specified percentage of some 
base period use, the locus of authorized combinations will be a straight line 
perpendicular to the axis along which the critical material is measured, drawn 
at the quantity computed in accord with the government’s formula. If use in 
civilian production is completely eliminated, the locus of permissible combina- 
tions will be coincident with the axis along which the non-critical material is 
measured. 

Where the input limitation is expressed as a maximum allowable percentage 
use of a critical material (e.g., percentage of natural rubber in tires) the permitted 
combinations will lie along a straight line through the origin. 

The statistician seeking an appropriate “‘bill of materials” to use in converting 
a production program into material requirements might do well first to frame 
his problem in indifference curve terms. It will then become clear that a bill of 
materials is no simple, immutable set of technologically determined quantities 
but is dependent on such factors as material prices, material availability, wast- 
age, and substitution possibilities. In general, limitation orders are a “‘natural’’ 
for the use of indifference curve analysis, providing the teacher with informative 
illustrations of the technique and the government analyst with a useful picture 
of the inter-relations of industrial variables which his agency may alter. 


IV. CONCLUSIONS 


The National Defense Production Act of 1950 gives only sketchy legislative 
authorization for the production controls presently being developed by the 
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executive agencies. (Specifications for price, wage, and credit controls are much 
more fully spelled out.) The Act clearly authorizes use of priorities, allocations, 
and inventory controls: use of other types of limitation orders depends upon 
broad interpretation of the wording. While previous experience with similar 
controls suggests that Congress “intended” to delegate the powers actually 
being exercised, it is desirable that controls of such importance be described 
much more clearly in subsequent versions of the Act. It is suggested that sep- 
arate sections of such a revised Act be devoted to priorities, to allocations, and 
to limitations, with appropriate sub-classification of the latter. 

On the administrative side it appears that emphasis should be placed on im- 
provement of direct channeling of materials through greater use of allocations. 
A workable system of multiple preference ratings should be developed for critical 
materials not covered by allocations. Limitation orders should be used sparingly 
as they are not needed if direct channeling is effective, and as it is never clear 
what amount of limitation of other economic activities is really necessary as an 
indirect means of promoting the government’s program objectives. 
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Ordinary long-run cost analysis, like other highly simplified theory, assumes 
numerous stabilities. One of these is a stable rate of production. Because demand 
varies through time, however, business plans often call for variation in the rate 
of output as well. Whenever such variation is significant, cost calculations of the 
usual textbook type are inadequate. The purpose in introducing long-run mar- 
ginal cost is to help determine whether the addition or maintenance of plant 
capacity is profitable. But the additional cost of producing X-plus instead of X 
units of output over a given time span will clearly be greater if the maximum 
rate of output is reached only occasionally than if production never varies 
through time. This is apparent because, for a given increase in, say, annual 
output, the required increase in plant capacity will be greater if the plant is 
only occasionally operated at maximum capacity. In other words, except when 
production is stable, the cost of salable output will be greater than the cost of 
potential output (our term for the cost figure found in ordinary analysis). Discus- 
sion below is chiefly concerned with the behavior of the long-run cost of salable 
output.! Analysis throughout is kept within the marginalist framework,? and the 
conventional analysis appears as a special case in which demand does not 
fluctuate. 

Salable output is here defined as the maximum quantity of output that can 
be both produced and sold within the entire period under consideration, given a 
particular size of firm and specified movements of demand and of price through 
the period of demand fluctuation. The “period” to which we refer may be de- 
fined in terms of the firm’s “‘horizon’’; or, in the event the movement of demand 
is expected to repeat itself cyclically, as in the case of seasonal fluctuations, the 
“period” is the length of one such cycle. It is to be noted that demand and price 
specifications are thus required in the very measure of salable output. 

Potential output differs from salable output in that it denotes the volume 
which will be produced during one period if the firm always operates at that 


1 Among previous works in which attention has been paid to salable output are J. M. 
Clark, Studies in the Economics of Overhead Costs (especially pp. 79, 166-169, 287-288), and 
A. G. Hart, Anticipations, Uncertainty, and Dynamic Planning (especially Chapter II). 
This paper attempts to develop further a line of reasoning begun in these earlier works. 

2 Questions concern the profitability of hypothetical decisions, not the nature of actual 
business behavior. 
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rate of output which, in conventional cost analysis, is associated with the size 
of the firm. There is no presumption, however, that potential output can be sold 
at any given price or for any given price-time pattern. 

Salable output is also to be distinguished from sales volume, the total amount 
actually sold during the period of demand fluctuation. These two quantities 
need not coincide, since a firm may, for a given price-time pattern, produce 
and sell less than the maximum possible for its size of plant, or may construct 
a plant larger than necessary to take care of actual sales volume.’ In short, the 
firm need not sell all that it can at the price that is charged.‘ 

Salable-output cost curves refer to the minimum costs which must be incurred 
for various quantities of salable output. They are in this respect akin to the cost 
curves of the conventional analysis. The essential difference is that the conven- 
tional cost analysis pays no attention to sales prospects, leaving that entirely 
to demand analysis, while this paper relates the very meaning of cost to sales 
opportunities. The precise nature of this divergence between the two types of 
cost curves and the behavior of the salable-output marginal cost curve under 
various assumed conditions are the central interests of the analysis below. 


DETERMINANTS OF SALABLE OUTPUT; GOVERNING ASSUMPTIONS 


The increase in salable output resulting from any given addition to plant 
capacity depends, of course, upon many matters other than the production ca- 
pacity considered in conventional cost analysis. Other significant variables in- 
clude the demand schedule prevailing at each relevant moment of time, the prices 
temporally associated with those demand schedules, the effects (if any) of ca- 
pacity additions and diminutions upon the demand schedules facing the firm, 
the firm’s ability to anticipate sales by producing to inventory during slack 
periods, and its ability to postpone sales by delaying the fulfilment of orders 
during brisk periods. 

We begin with a very simple model in which salable output varies solely in 
accordance with fluctuations in demand through time. To facilitate analysis we 
make a number of simplifying assumptions which are presented in the following 
paragraph. Subsequently we consider the complications introduced by relaxing 
these various assumptions. The effects of removing assumptions (a) through 
(e) are treated in some detail; the effects of abandoning the other assumptions 
are indicated only very sketchily at the end of the paper. 

Out initial assumptions are as follows: 

(a) Sales price remains constant during the entire period of demand fluctua- 
tion and is not chosen by the firm. 

(b) The size of the firm does not affect the demand facing the firm. 

(c) Demand fluctuations are so brief as to make variation in plant size during 
the period of fluctuation unprofitable. 

(d) The firm experiences prohibitively high costs if it expands output in any 

3 In the case of stable demand, salable output, potential output, and sales volume would 
be equal. 

‘ ou possible explanation of such behavior is offered in footnote 12. 
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way other than that typically prescribed for minimizing long-run costs of the 
conventional variety. 

(e) Management possesses perfect knowledge, including knowledge of the 
fluctuating future. 

(f) Current sales may be made only out of current production, so that neither 
accumulation nor reduction of inventories may occur. 

(g) Customers’ orders which are not satisfied in the current period vanish 
rather than become orders of a succeeding period. 

(h) Output is that of a one-plant and a one-product firm. 

(i) The firm is assumed to maximize profit, except that interest costs are not 
considered.°§ 

(j) Plant costs (i.e., depreciation and property taxes) are a function of plant 
size and time rather than of plant utilization. 

(k) Purchase prices are fixed, being subject to influence neither by outside 
forces nor by the volume of purchases made by the firm. 


THE INITIAL MODEL 


The list of assumptions presented above seems sufficiently detailed. Yet 
precise analysis requires still further distinctions within the elementary case 
considered in this section. These distinctions concern: 

(1) The shape of the long-run cost curve of the conventional variety: i.e., the 
way in which cost moves with changes in scale of plan. 

(2) The pattern of fluctuation in quantity demanded (at the fixed price) 


throughout the period—in discrete cases, the relative heights and durations of 
various levels of demand. 


(a) Constant Long-Run Marginal Costs of Potential Output 


Consider first the following illustrative case. Suppose that a firm, compelled 
to adhere to a certain fixed price, knows with certainty that at that price no more 
than X units of product can be sold during half of the total period, and that no 
more than 2X units can be sold during the other half. Let us think of this period 
as one year. Under the governing assumptions, it does not matter whether 
fluctuation between the X and 2X levels occurs daily, weekly, monthly, semi- 
annually or according to some more complex pattern.® The illustration is sim- 
plified, however, if the sub-periods of demand stability are assumed to be six 
months each. 

Figure 1, below, shows the behavior of marginal cost for a firm experiencing 
constant long-run marginal costs of potential output (neither economies nor 


5 There are two reasons for this exclusion: (i) If the output fluctuations are of brief 
duration, interest calculations are not quantitatively important. (ii) In the case of longer 
fluctuations, interest and discount problems are of greater quantitative importance, but do 
not directly relate to the central thesis of the paper. The general nature of the conclusions 
which would follow if these problems were considered can be found in such writings as A. 
G. Hart, op. cit., and Sune Carlson, A Study in the Pure Theory of Production. 

6 The chronology of fluctuation would be significant if certain of the initial assumptions, 
such as (c) or (i), were relaxed. 
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diseconomies of scale). Salable output for the entire period (year) is measured 
horizontally, cost vertically. The maximum salable output is 3X, and all curves 
terminate there. TNC represents the total non-plant cost as a function of salable 
output, and rises at a constant rate because of the assumption of constant con- 
ventional costs.’ Up to 2X total plant cost also is some constant times output. 
If the extra demand of the peak six months is to be met, however, the plant 
which must be constructed will display 50 per cent idle capacity during the first 
six months. Hence, total plant cost rises twice as rapidly with respect to salable 
output in the range from 2X to 3X as in the range from 0 to 2X. The long-run 
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marginal cost curve with respect to salable output is, therefore, discontinuous 
at 2X, as shown, and horizontal elsewhere. 

The height of the stairstep in the marginal cost curve is a function of (a) the 
relative importance of plant and non-plant costs, (b) the ratio of the duration 
of the sub-period of peak demand to the sub-period of slump demand, and (c) 
the comparative rates of peak and slump demand. Since price and thus also 
marginal revenue are constant, optimum salable output at any price between 
P, and P» is 2X, and at any higher price is 3X. The corresponding optimum size 
of plant is thus determined. 


7 We here ignore the highly special case of constant returns to scale due to offsetting 
decreases and increases in average plant and non-plant costs (or the reverse). 
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The greater the number of different demand levels experienced, of course, 
the greater the number of stair-steps in the salable-output marginal cost curve. 
At the limit the stair-steps vanish. Differently shaped cost curves obviously 
result from different patterns of demand fluctuation. In all cases the long-run 
marginal cost curve rises, however, since the higher the rate of sales, the greater 


the percentage of the year during which any given increase in plant capacity 
must lie idle.*® 


(b) Decreasing and Increasing Long-Run Marginal Costs of 
Potential Output 


The implications of conventional economies of scale, or of falling long-run 
costs of potential output, can’ now fairly easily be traced. From the X-2X ex- 
ample given above, it can be seen that, under any (except highly unlikely) 
conditions of discretely fluctuating demand,’ there is at least one stair-step in 
the salable-output marginal cost curve befere the level of maximum possible 
sales is reached, and that the height of that step depends upon the extent of fall 
in conventional marginal costs plus the considerations discussed in section (a).!° 
In the case of continuously changing demand, of course, no discontinuities can 
enter the salable-output marginal cost curve as a result of demand variation. 
Otherwise, however, the conclusions which apply to discretely fluctuating de- 
mand apply here also. In any range the marginal cost curve may rise or fall or. 
through unlikely coincidence, be constant. 

Under conditions of conventional diseconomies of scale, or of rising long-run 
costs of potential output, the cost of idle capacity resulting from fluctuating 
demand reinforces the upward movement of the conventional marginal cost 
curve. In such situations the necessity of recurrent idleness of plant capacity 


may itself be envisaged as merely one more diseconomy, perhaps more important 
than the others. 


VARIABLE SALES PRICE 


In this section the assumption that the firm is compelled to adhere to some 
constant price imposed from the outside is abandoned. Three possible cases 


8’ Whether, with an expansion of annual sales, the marginal cost curve will rise at an 
increasing or a decreasing rate depends upon rather complex considerations. It may be 
noted here, however, that the curve may rise at a decreasing rate only if the pattern of 
demand fluctuation itself increases at a decreasing rate, and then only if a further condition 
is specified. These matters may be of some interest with respect to the effects of different 
patterns of demand fluctuation on the relative incentives to expansion resulting from price 
increases affecting both large and small plants. Obviously, however, the complex problem 
of incentives to invest cannot be more than fractionally explained by reference to these 
factors alone. 

® The highly unlikely exception involves a weirdly coincidental drop in conventional 
marginal cost at the output of 2X. 

10 With respect to output analysis, this means that there may be at least two profit 
positions which are maximal relative to those in the immediate neighborhood, so that the 
firm needs to find the absolute maximum, which in the above example may be 2X or 3X, 


depending upon the height of fixed price and the nature of the salable-output marginal cost 
curve. 
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may now be considered. (1) The firm is forced to adhere to an imposed pattern 
of price fluctuation. This situation might characterize firms subject to govern- 
mental price fixing (e.g., telephone rates) where the authorities specify various 
rates for various periods of time, as well as small firms in a price-leadership 
picture, where the price leader periodically publishes price changes. (2) The firm 
is free to choose its own price, but, once chosen, that price must remain constant, 
at least during the period of demand fluctuation. A firm free to set its own prices 
may, even in the face of fluctuating demand, adhere to a constant price because 
of detrimental effects on customer goodwill that might result from price varia- 
tion, because of technical difficulties involved in altering prices, or because it 
may be in an unstable oligopoly industry where price reductions threaten price 
warfare. (3) The firm is free to choose and to vary its own price and does. 

The case of an imposed pattern of price variation may be treated in the same 
way as the case of constant imposed price. Given a pattern of price fluctuation, 
there will be a unique pattern of change in the quantity demanded through time, 
and the quantity of salable output represented by any given size of firm will be 
thereby determined. The salable-output marginal cost curve is then derived as 
in the initial model presented above. 

This is not to imply, however, that, if the external price authority abandons a 
fixed price principle in favor of a variable price principle, the marginal cost curve 
will remain unaffected. For various price-time patterns there will be various 
demand-time patterns, each with its own level of salable output for a given 
plant capacity and thus also with its own salable-output marginal cost curve." ” 


11 Given a demand-time pattern, the relationship between marginal revenue and plant 
capacity is specified. However, marginal revenue is determinate only for the entire incre- 
ment of output sold as the result of the addition to plant capacity. Since the units within 
that increment are sold at different prices at different time periods, it appears meaningless 
to assign specific marginal revenues to specific units (unless, of course, the product being 
turned out is infinitely divisible and plant size can be expanded by infinitesimal quantities). 

12 For a given plant capacity, the relationship between time and the rate of production 
of output which may be sold is also specified, since inventory changes are assumed not 
to occur. It must be emphasized, however, that, while these conclusions follow with respect 
to salable output, they may not be drawn with respect to sales volume. Since the former is 
defined as the maximum over-all output which can be sold (given a particular size of firm 
and the pattern of demand through time), a unique sales-time pattern and a unique cost 
and a unique revenue may be derived. A given quantity of sales volume, on the other hand, 
does not have a unique sales-time pattern. For instance, by constructing an unnecessarily 
large plant, a firm may concentrate a given volume of sales in a period of unusually high 
prices, holding plant idle during periods of low prices. Any volume of sales may be produced 
with plants of different capacities, each mode of production involving a different grant total 
cost. Each total cost, however, may be associated with a different total revenue, since total 
revenue is determined not only by how much output is produced and sold, but also by the 
time of production and sale. For a given volume of sales, then, there is associated with each 
plant size a different total profit; and it is the object of the entrepreneur to maximize this 
profit rather than to minimize production costs. As a function of various sales volumes, the 
relevant total cost curve is one which maximizes profits for different sales rather than one 
which minimizes production costs. The corresponding sales-volume marginal cost curve is 
therefore different from the salable-output marginal cost curve, and for certain ranges of 
output lies above it. Within our present assumptions, however, both types of total cost 
curves coincide at that output which maximizes profits from over-all sales volume. When 
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If the firm is free to choose its own price, whether it selects one price for the 
entire time period or whether it adjusts price to each variation of the demand 
level, the task of selecting the most profitable price-output combination is that 
of finding a maximum mazximorum. If a stable price is to be set, the firm must 
realize that for each price level there is a unique pattern of demand fluctuation 
through time, and for each such pattern there is a unique marginal cost curve 
with respect to salable output. Hence, the intersection of each price level with the 
marginal cost curve determines a corresponding level of most profitable output 
at that price; and, as stated, the firm’s task is to find out which price-output 
combination is the best of the various alternatives. If the firm varies price in 
accordance with demand fluctuations, a great number of complications are 
compounded. For each pattern of price variation through time there is an opti- 
mum output; hence, the task of the firm is to see which combination of price 
pattern and output yields the maximum profit. 


DEPENDENCE OF DEMAND ON SIZE OF FIRM 


Until now we have assumed that the heights and durations of the various de- 
mand levels would be the same regardless of the size of the firm—in other words, 
that if a given firm were only smaller, the degree of sales and output fluctuation 
would also be smaller, and, indeed, if the firm were small enough, there would 
be no output fluctuations whatsoever. In this section an additional and seem- 
ingly realistic complication is introduced. The demand function for the product 
of the firm is assumed to vary with plant capacity. There are a number of reasons 
for believing that in a probable majority of cases this relationship exists and is 
important: 

(a) Customer good-will is gained by the satisfaction of peak orders and lost 
by the reverse. A firm which tries to stabilize sales at some minimum level would 
probably experience sales diminution through loss of customers to rival firms. 
Indeed, in certain circumstances a firm must be willing to guarantee satisfaction 
of peak demand before it can make any sales at all. Consider, for example, the 
case of a public utility and its necessity of receiving and retaining a franchise. 

(b) Size per se may have considerable advertising value both because of the 
natural familiarization of the public with the product and because buyers may 
feel that a large firm is a reliable firm. 

(c) Under cartel organization sales may be allocated in large part on the 
basis of the relative productive capacities of the several firms. 

(d) Certain economies of advertising and other forms of positive sales promo- 





maximum profits are sought with respect to variation in the quantity of sales rather than 
with respect to a particular sales volume, unnecessary plant idleness (defined as keeping 
plant idle even when current price exceeds average non-plant cost) will be avoided, so that 
sales volume and salable output will coincide. The chief importance of the distinction be- 
tween salable output and sales volume appears later when certain of the initial assumptions 
are relaxed. (The assumption of special importance here is that satisfaction of demand can- 
not be postponed, i.e., that orders refused now do not become orders of a future period.) 
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tion may be important. A large firm can perhaps better afford promotional effort 
which may effectively increase demand during slack periods." 

(e) In an oligopolistic situation advantages may be derived from both size 
per se and excess capacity. (However, the assumption of fixed sales price removes 
the most notable of these advantages, that with respect to competitive position 
in the case of either potential or actual price warfare.) 

To analyze the case where demand depends upon the size of firm, we revert 
to our initial model where market price is constant and externally imposed. 
The present case differs from the initial model in that the increase in salable 
output resulting from a given increase in plant capacity is now greater because 
of the expansion of demand in the slack period. This means that for a given 
increase in salable output, the increase in total plant cost will now be less than 
before. 

The simplest example that can be considered is one in which, regardless of the 
size of the plant chosen, the percentage of over-all capacity utilization remains 
exactly the same. The X-2X example treated earlier can be easily modified to fit 
into this pattern. 

Assume that a plant which is capable of supplying its market with X units of 
product during a six-month period can sell (at a given price) only 0.5X units 
during the first six months of the year, whereas X units are demanded during 
the second half-year. Annual salable output is thus 1.5X or 75 per cent of over- 
all capacity. 

If plant capacity should be increased so that now 2X units can be produced 
during a six-month period, demand for the product may increase. Suppose the 
new quantities demanded are X units the first half-year and 2X units the second 
half-year. Annual salable output is now 3X units or once again 75 per cent of 
annual capacity. As is suggested by this example, a constant percentage of over- 
all plant utilization along with constant conventional costs means that both 
marginal and average cost with respect to salable output are necessarily constant. 
The salable-output cost curve is higher than, but parallel to, the conventional 
curve. 

If conventional economies of scale (or long-run falling costs of potential out- 
put) and constant percentage utilization of plant capacity are assumed, over-all 
output increases more rapidly than total cost; hence, marginal cost and average 
cost with respect to salable output fall. If conventional diseconomies of scale 
plus constant percentage utilization of plant are assumed, average cost and 
marginal cost of salable output rise. In either case constant percentage utiliza- 
tion of plant means that cost with respect to salable output is some constant 
multiple of conventional cost. Since conventional cost itself varies in these cases, 
however, the salable output cost curves are not parallel to those of the conven- 
tional variety. 

This approach also provides the clue to the effects of increasing and decreasing 
percentage utilization of plant resulting from increases in plant size. If additions 


13 This advantage of large size obviously differs from the others, since it alone is associ- 
ated with the necessity of incurring selling expenses (as defined by Chamberlin). 











168 HENRY M. OLIVER, JR. 


to capacity result in higher percentages of over-all utilization, the salable-output 
marginal cost and average cost curves necessarily fall unless conventional dis- 
economies of scale are assumed, in which case they may rise or fall or remain 
constant, depending upon the precise relationships present. If capacity additions 
are accompanied by lower percentages of over-all utilization, the salable-output 
marginal cost and average cost curves necessarily rise unless conventional 
economies of scale are assumed, in which case their behavior depends upon the 
precise relationships assumed." 


ADAPTABILITY AND VARYING PLANT SIZE 


Previously we have assumed that demand fluctuations are so brief as to 
make variation of plant size unprofitable and that the firm encounters prohibi- 
tively high costs if it expands output in any way except in accordance with 
the prescription for minimizing long-run costs of the conventional variety.'® 
We now consider the consequences of relaxing these assumptions. 

If some degree of long-run plant adaptability is present (i.e., if the second as- 
sumption of the preceding paragraph is not in force), the effect is to lower total 
cost for at least some levels of salable output above the minimum level.'* In the 
X-2X case first considered on page 162, in which there were only two levels of 
demand and there were constant conventional returns to scale, the presence of 
adaptability in the relevant range would prevent the salable-output marginal 
cost curve from having the dual-level form resulting from the simpler situation. 
If adaptability were present at all levels of output, the marginal cost curve 
beyond 2X would at no place display a sudden jump, but would rise continu- 
ously to some cost figure below the maximum shown in the earlier example. In 
the more complex cases considered above, the specific effects of long-run plant 


14 Cost calculations above have been with respect to all the additional output sold 
because of expanded size of firm. An alternative procedure yielding the same results for 
marginal revenue-marginal cost comparisons is to compute unit costs only for that output 
for which the added capacity is physically necessary, i.e., for additional peak output. 

If this alternative procedure is used, marginal revenue considerations obviously must 
enter into the marginal cost calculations themselves. The pertinent marginal cost of the 
addition to peak output is the cost of the additional capacity required less the net marginal 
revenue gained from the slump-period sales for which additional peak output is responsible. 
In so far as the logic of this alternative procedure is concerned, the chronological sequence 
and rapidity of demand variations are unimportant. Precise cost measurements, however, 
are of course influenced by these matters. 

Perhaps the most interesting implication of these conclusions is to strengthen the thesis 
that there is logically no clear distinction between production costs and selling costs, and, 
indeed, to give that thesis the slightly different ‘‘twist”’ that the production costs of ‘‘peak’’ 
output are selling costs of ‘‘slump’’ output. 

6 These are assumptions (c) and (d) of page 166. 

16 Tf the total costs of producing various single levels of output by combining factors in 
what are conventionally considered less efficient ways are not much greater than the total 
costs of producing such outputs in accordance with the conventional prescriptions, the 
“less efficient’? combinations may minimize costs for fluctuating output by providing greater 
adaptability. (See G. J. Stigler, “Production and Distribution in the Short Run,’ Journal 
of Political Economy, June 1939. 
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adaptability cannot be so briefly described. The general effect is, however, the 
same, costs being lower for at least some levels of salable output in excess of the 
minimum level. 

Ability to vary plant profitably during the over-all period of demand fluctua- 
tion may be considered as a special variety of adaptability. Under the assump- 
tions given, in which plant costs are a function of size rather than use, sufficiently 
inexpensive capacity fluctuation lowers total cost for at least some levels of out- 
put above the minimum level. In the extreme case in which each variation in 
demand can be costlessly accompanied by a complete adjustment of capacity, 
conventional cost and cost of salable output are, of course, the same.'? Among 
the matters which must be considered in other cases are the chronological 
sequence and duration of each demand level and the different costs of more and 
less durable plant (when contraction is in question) and of faster and slower 
construction or of unified and step-by-step construction (when expansion is in 
question). 


IMPERFECT KNOWLEDGE 


One assumption of the preceding analysis is that management possesses perfect 
knowledge of future fluctuations in demand. We propose to show here that this 
assumption has not, in general, been required, but rather that the problem of 
fluctuating demand and the problem of imperfect knowledge as to future demand 
may be treated as formally the same problem. 

For simplicity, we consider an entrepreneur who tries to select the most profit- 
able size of plant, the market price of the product being given and demand 
known to remain constant through time. The entreprenueur does not, however, 
know the precise level of demand that will exist in the future, and is supposed, 
therefore, to estimate the probabilities of various future demand levels. Re- 
gardless of the quality of his estimates, he is assumed to select some probability 
distribution as the basis of his planning.'*: 1° 

Since probability may be thought of in the “relative frequency” sense, the 
probability density of any particular level of demand has the mathematical 
characteristics of a “time density” provided only that the calendar ordering of 


17 In this extreme case any “‘reasonable”’ definition of plant would, of course, make plant 
cost zero. This example is introduced merely for the sake of illustrating more clearly the 
effects of being able to vary plant size. 

18 The distinction between risk and uncertainty is deliberately avoided. There is no 
need to consider ‘“‘objective’’ risks versus uncertainties, as in Professor Knight’s sense. 
Nor are we interested in ‘‘the subjective estimate and opinion of the individual,” as defined 
by G. Tintner, ‘‘A Contribution to the Nonstatic Theory of Production,” Studies in Mathe- 
matical Economics and Econometrics, ed. by O. Lange, p. 92. We are interested in the prob- 
ability distribution that the entrepreneur accepts as a basis for planning, regardless of 
whether he really believes that distribution to be valid. We are assuming, however, that the 
individual acts on the basis of a complete cardinal probability distribution. 

19 Let such a probability density function be p = $(q), where p is the subjective estimate 
of the probability density of q units of product being demanded. This function is shown 
in Figure 2, p being measured horizontally, and q vertically. On this same figure (q), 
the cumulative probability distribution, is also shown. 
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occurrences is regarded as irrelevant in the problem at hand. This means that 
the entrepreneur, who must operate with a probability distribution of the future 
demand level, may reason as if the level of demand would fluctuate during the 
future in some known way. To illustrate by use of a discrete case, suppose de- 
mand levels 1, 2, 3, 4, and 5 are associated with probabilities 1/16, 4/16, 6/16, 
4/14, and 1/16 respectively. Now postulate a period of demand fluctuation with 
an over-all time length of 1. The entrepreneur may pretend that during the first 
sixteenth of the time period the demand level will be one, during the next four- 
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sixteenths of the time period, demand will be two, etc. The question of the most 


profitable size plant may then be analyzed as indicated in the initial model 
above.”° 


20 Mathematically the demand-time function, g = y(t) may derived from the prob- 


ability density function, p = ¢(q), as follows. ¢ = [ p dq = * 4) dq = #(q), whichis 
0 

the cumulative probability distribution. The demand-time ei is then the inverse of 
the cumulative probability distribution. y(#) = ®-1(t). In Figure 2, the horizontal axis 
may then be relabeled ‘‘t,’’ with the total period, 7’, = 1. 

To demonstrate that the use of the hypothetical demand-time function y(¢) is equivalent 
to the direct use of the probability density function ¢(q), we proceed to show that both 
methods indicate the same optimum size plant. 


If the probability density function is used, expected profit, E(P1), is given by 
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Since the problem of imperfect knowledge may be considered as a fluctuating- 
demand problem, and vice-versa, a combination of both problems involves noth- 
ing new in principle. If an entrepreneur expects various possible future patterns 
of demand fluctuation with various probabilities, he may convert each possible 
demand-time pattern into an equivalent probability density function. He then 
has a probability distribution of various probability distributions,”! and by com- 
pounding may reduce this complex system to a unique probability density func- 
tion. Logically, then, he may proceed to derive a unique, hypothetical demand- 
time function from this unique probability function. Either of these functions is 
“operationally” relevant for him. Thus, the introduction of imperfect knowledge 
into the analysis of this paper (on the demand side) complicates but does not 
alter the general nature of the solution. 

So far we have regarded the entrepreneur as one possessed of neither gambling 
proclivities nor aversions. If the entrepreneur is of the “conservative” type or of 
the ‘‘speculative” type, the analysis requires some modification.” One may say 
that the subjective probabilities which the entrepreneur accepts as a basis for 
action have already been affected by his conservative or speculative urges. If, 
however, we wish to suppose that the entrepreneur introduces his (un)willing- 
ness to gamble into the decision-making only after having formulated some sub- 





the equation: 


¥(M) 
(1) E(P;) = [ m-q-(q) dq + x-¥(M) & [ (9) aa | —a-¥(M), 
0 0 


where ¥(M) is plant capacity, z is price minus average non-plant cost (assumed to be con- 
stant), and @ is plant cost per unit of plant capacity. 


To maximize profit expectations, one must maximize equation (1) with respect to y(M). 
If the hypothetical demand-time function is used instead, profit will be 


M 
(2) P,= [ aw-y(t) dt + r-y(M) (1 — M) — a-y¥(M). 
0 


This is to be maximized with respect to y(M). 

The two optimal values of ¥(M) given by these two methods may be shown equal by 
proving that the right-hand sides of equations (1) and (2) are identical. 

Simplifying, we must show 


v(m) 
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Now, the left-hand side of equation (3) equals [ q:¢(q) dg+¥(M) 1 — @[y(M)] = 
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ae dt and since the ® function is 
¢(q) 


the inverse of the y function. The appropriate change in the upper limit of the integral is 
also made. Q.E.D. 
Hence, both methods are equivalent, and much of the analysis of the main body of the 


paper may, by a slight rewriting, be extended to the problem of imperfect knowledge as 
formulated here. 


21 See Tintner, op. cit., p. 103. 

22 Such considerations were introduced in A. J. Nichol’s discussion of a similar proba- 
bility problem in short-run price analysis. See ‘Probability Analysis in the Theory of 
Demand, Net Revenue, and Price,” Journal of Political Economy, Oct. 1941. 


M 
[ v(t) dt + y(M) (1 — M), since q = y(t) and dg = 
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jective probability distribution which is neutral with respect to conservative or 
gambling biases, we may say that he subsequently weights various probability 
estimates by some weight function.”* The weight function then introduces ex- 
plicitly his desire to gamble or “‘to play safe.’ 


RELAXATION OF OTHER ASSUMPTIONS 


Suppose the remaining assumptions on which the foregoing analysis has been 
developed are relaxed. What further implications may be drawn? We review 
these assumptions in their order of appearance near the beginning of the paper. 

(f) If a firm may profitably produce to inventory, the size of plant required 
to take advantage of swings in demand is smaller than pictured in the above 
analysis. The salable-output curves will be lower than otherwise. 

(g) If unsatisfied demand can be held over to later periods when higher prices 
will prevail, a firm can derive a greater profit by refusing orders temporarily. 
Thus, existing plant may be held idle quite deliberately even though price is 
sufficient to cover all non-plant unit costs. In this event, maximum profit is not 
determined by the intersection of the salable-output marginal cost and marginal 
revenue curves, because these are drawn on the assumption that demand is never 
deferred and that such “unnecessarily” idle capacity never occurs. (This matter 
is treated in detail in footnote 12, above.) 

(h and i) Consideration of multiple-plant firms of joint products, of interest 
costs, and of goals other than maximum profit leads only to a tedious under- 
lining of further complications—an indulgence from which we here abstain. 

(j) If plant costs are to some extent a simple function of plant utilization, 
such costs may be easily treated as non-plant costs, thus not affecting the general 
argument. If, however, these costs depend upon the time pattern of plant utili- 
zation, general treatment is not possible. 

(k) Fluctuation of purchase price may be subsumed under the treatment 
above of conventional economies or diseconomies of scale, except where purchase 
prices are dependent upon the time pattern of output fluctuation. 


23 For a systematic discussion of weight functions involved in estimation problems, see 
the classic article by A. Wald, ‘‘Contribution to the Theory of Statistical Estimation and 
Testing Hypotheses,’’ The Annals of Mathematical Statistics, Dec. 1939. 

24 Mention should perhaps be made of Professor William Fellner’s case (‘‘Average-Cost 
Pricing and the Theory of Uncertainty,’’ Journal of Political Economy, June 1948) in which 
the entrepreneur seeks to maximize, not his mathematically expected profit, but his “‘safety 
margin” (attempts to avoid the entrepreneurial role?). By maximizing his safety margin, 
the entrepreneur tries, at the cost of possibly failing to receive any profit whatsoever, 
to avoid all losses. This is a special case which, in our terms, involves a weight function such 
that the weight assigned any possible loss is infinitely greater than the weight assigned any 
possible profit. If this or any other weight function is introduced, the entrepreneur may be 
said to equate marginal cost and a weighted mathematical expectation of marginal revenue. 



































KNUT WICKSELL ON MARGINAL COST PRICING 


JAMES M. BUCHANAN 
Florida State University 


In the rapidly growing body of literature on marginal cost pricing for decreas- 
ing cost enterprises, it is surprising that the name of Knut Wicksell does not 
occupy a more prominent position. Jules Dupuit is given full credit for his early 
recognition of the problem and his proposal for the “correct” solution.? As in so 
many other modern refinements in economic theory, Marshall is recognized as 
having provided the background which made the explicit development of the 
marginal cost pricing rule possible. Pigou, Pareto, and Barone are variously 
mentioned as other economists who contributed to the development of the 
“rule” prior to its reincarnation in the mid-thirties. Wicksell’s contribution in 
formalizing the conditions under which perfect competition tends to maximize 
economic welfare is acknowledged.’ But there is little reference to his work in 
specific connection with the problem of pricing for decreasing cost enterprises.‘ 

The purpose of this note is to point out that Wicksell, as early as 1896, pre- 
sented an extremely clear and concise statement of the marginal cost pricing 
rule for decreasing cost public enterprises. I hope to show further that, because 
his proposal is presented as a consequence of his scheme for financing govern- 
ment, it is not subject to much of the theoretical criticism which has been raised 
to the modern applications of the principle. In effect, this note should indicate 
that Wicksell’s discussion anticipated the current “controversy”; and in addi- 
tion, that his specific proposal satisfies the welfare criteria of Pareto and the 
“new” economics of welfare. 

The failure of Wicksell’s contribution to gain the widespread recognition it 
rightfully deserves can partially be attributed to the fact that it appears in the 
middle of his Finanztheoretische Untersuchungen,’ a much neglected work which 
unfortunately has never been translated in English. 


1 The most complete discussion of the history and the development of the marginal cost 
pricing principle is to be found in two and recent articles by Nancy Ruggles: ‘“‘The Welfare 
Basis of the Marginal Cost Pricing Principle’; ‘‘Recent Developments in the Theory of 
Marginal Cost Pricing,’ The Review of Economic Studies, Vol. XVII (1949-50), pp. 29-46, 
107-126. 

2 See Harold Hotelling, ‘““The General Welfare in Relation to Problems of Taxation and 
of Railway and Utility Rates,’’ Econometrica, Vol. VI (1938), pp. 242-269. 

8 Cf. P. A. Samuelson, Foundations of Economic Analysis, p. 206f; Ruggles, ““The Welfare 
Basis of the Marginal Cost Pricing Principle,” op. cit., p. 31f. 

4 T have been unable to find any mention of Wicksell’s work in this field. It is extremely 
difficult to believe that a fundamental contribution by this prominent economist could 
have been so completely overlooked. In any event, his work seems sufficiently unknown to 
warrant preparation of this note. 

5’ Knut Wicksell, Finanztheoretische Untersuchungen (Jena: Gustav Fischer, 1896). The 
essential portions of the book are available also in an Italian translation: Wicksell, “Saggi 
di finanza teorica,’’ Tr. Mario Einaudi. Included in Nuova Collana di Economisti, Vol. 1X 
(Torino: Unione Tipografico-Editrice Torinese, 1934), pp. 5-133. 
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The following section presents Wicksell’s argument. It is, for the most part, a 
condensed running paraphrase. Comments and elaborations are reserved exclu- 
sively to the concluding section of this note. 


WICKSELL’S PROPOSAL® 


Wicksell begins his discussion by pointing out that there are, in many in- 
stances, good reasons that public enterprises should be partly financed by some 
method other than the charging of fees or public prices (Taxpreisen). These are 
closely connected with the analysis of monopoly price. One distinguishing fea- 
ture of most public undertakings is the fact that the general (allgemeinen) costs 
of operation are very high relative to the marginal costs (Hinheitkosten or 
Mehrkosten fiir einzelne Leistung). The latter are usually insignificant and some- 
times scarcely present at all. He refers to streets, canals, harbors as examples. 
As for railroads, he says that the yearly increase of a million passengers has 
little influence on the annual operating costs and still less on the interest on the 
initial investment. 

Wicksell further points out that if such enterprises are required to charge 
fees sufficient to cover full costs, then the necessary level of fees will be much 
greater than the marginal costs of providing the service. Only those who are 
willing to pay this high fee will demand the service, and a great portion of the 
real demand for the service will be left unsatisfied. Some fuller utilization might 
be achieved by a system of differential fees or rates among different classes of 
consumers, but there exists another method which is certainly theoretically 
superior to this, and which warrants more practical consideration than hitherto 
has been given it. This method is that of charging fees equal to the marginal 
costs of providing the service and making up the deficit by tax revenues. In the 
cases where the marginal costs are so low that the expenses of collecting fees 
outweigh the revenues, then the service should be provided gratuitously and 
the whole cost paid out of tax revenues. This system would result in a tremen- 
dous increase in the use of the service and would be advantageous both to the 
individual beneficiaries and to society as a whole. 

This method of financing is precluded for private enterprises because producers 
and consumers are separate, but is ideally suited for the state. It provides, there- 
fore, an important and scarcely mentioned argument for state operation of such 
public enterprises as public transport.’ 

At this point, Wicksell introduces a numerical example to illustrate the ap- 
plication of this principle. He assumes first, a public enterprise which has annual 
costs of 100,000 M. which are independent of the amount of service demanded. 


6 Wicksell’s discussion of the marginal cost pricing principle is contained in Finanzthe- 
oretische Untersuchungen, pp. 126-138. Specific page references will not be cited except 
where direct quotations are used. 

7“TDer Staat aber und die sonstigen Kollektivverbinde sind schon als Vereine konsti- 
tuiert und besitzen in der Besteuerung eben das Mittel, solche Beitrige einzuheben, was, 
nebenbei bemerkt, fiir die Uebernahme der grossen Verkehrs- und ahnlichen Unterneh- 
mungen seitens des Staates ein wichtiges, bisher kaum hinreichend beachtetes Argument 
bildet”’ (p. 130). 
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These include interest on initial investment plus maintenance which is in- 
dependent of utilization. Marginal costs are insignificant. The following hypo- 
thetical demand schedule for the service is set up: 


Price Quantity per year 

10 Pf. 1,000,000 
1,200,000 
1,500,000 
2,100,000 
4,000,000 

10,000,000 


CoN FP ®D © 


From the schedule, it may be ascertained that only with a price of 10 Pf. per 
unit can the total annual costs be covered, and as the price is lowered from this, 
a greater and greater deficit will accrue which will have to be covered out of 
tax revenues. However, he continues, it can be shown that, in spite of this, each 
reduction in price leads to an increase in welfare for the society. This increase 
can be roughly approximated in money terms. If the principle proposed is fol- 
lowed and the service provided free, the total benefits can be roughly expressed 
in the following schedule: 


For 1,000,000 units the subjective value is at least equivalent to 10 Pf. 


OE: I I I 5 sn. 05.0 055:05:550 Seusanee eee alee eek saw 100,000 M. 
For 200,000 units the subjective value at least 8 Pf. per units.......... 16,000 
Bot Fe ee Wing 5 i ovo anos ccs ctw canes wehuebediaweseseen 18,000 
eg OE Sere re es ere ey 24,000 
oe Ee Cre ne en ee ee ee 38,000 
For the remaining 6,000,000 units assume subjective value of perhaps 

© PE I IIE os ae coscs oa sasieg a eaisneelseide Reuse a teinenaretaes aiteen 30,000 

Webs. sins Siees sank din conde sthe owen Se ote Ree eee 226,000 M. 


All of the above values are clearly too small except perhaps the last. This total 
value of benefits can now be placed opposite the total annual cost of 100,000 M. 

It will be extremely difficult, if not impossible, to calculate each beneficiary’s 
tax in relation to his gain in subjective utility resulting from the free provision 
of the service. However, the gains are so significant that even considerable de- 
partures from the correct apportionment of the tax among beneficiaries will 
still leave each individual with a net gain, great or small. For example, suppose 
an individual’s use of the service increases in proportion to the total increase in 
demand with each price reduction. Then even a doubling of the amount previ- 
ously paid will still leave him in a better position than before. 

In the cases where marginal costs are not insignificant, and here Wicksell 
refers to railroads, postal services, etc., it is clear that the reduction of the price 
to zero is not economically sound. If, in the above example, the marginal cost 
per unit is 2 Pf., then there would arise a net loss in moving from a 2 Pf. price 
to a zero price, since the addition to utility or benefit is estimated at 30,000 Pf. 
while the addition to costs is 120,000 Pf. 

The highest possible gain in utility (Nutzgewinn) is reached, Wicksell says, 
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when the fee is just equal to the marginal cost. Or more generally, the price 
charged should be reduced to the point where the increased frequency of use 
caused by the price reduction brings in just enough additional revenue to cover 
the increased costs, neither more nor less. This rule can be expressed very 
easily mathematically. If total costs are a function of the annual use (x), or f(x), 
a small increase in use (dx), would involve a corresponding increase in total 
cost f’ (x) dx and this must be covered by the increase in revenue. Thus, f’ (x) 
dx = p dx or f’ (x) = p. 

The size of the resulting deficit is of no relevance in determining the pricing 
policy for the public enterprise. Wicksell refers to the existence of profits on the 
Prussian railroads as a sure sign that they are being operated uneconomically. 

The criterion for determining whether or not an enterprise should be under- 
taken is found in a comparison of total utility with total costs. The possibility 
that at some price the total revenue from the enterprise will equate or exceed 
total cost is a certain sign of economic soundness. But this possibility need not 
exist, and should not be used as the criterion. Total utility might well exceed 
total costs, and yet total costs could not be covered by revenues from any uni- 
form price. 

When a public enterprise has already been constructed, and the loss of the 
outlay costs unavoidable, the most advantageous method of operation is always 
given by the marginal cost principle, with the fixed costs covered by taxation. 
If no way can be found to share these taxes on the principle of unanimity, then 
the enterprise is uneconomic, and should be closed down (aufhéren); and the 
loss paid out of taxes levied on the basis of the equal sacrifice principle. 

These conclusions are so evident to Wicksell that he remarks that it is extra- 
ordinary how little observation has been made of them in the Jiterature.? The 
explanation, Wicksell says, probably lies in the failure to separate the kind of 
tax principle he proposes from the more generally accepted principles of taxa- 
tion. Wagner and Sax had been worried about such a system of fees unjustly 
benefiting specific groups of the population. But neither of them seems to have 
observed that the tax proposed by Wicksell is different from the normal type of 
tax which is levied in accordance with ability or economic position. There is no 
necessity that the tax to finance the deficits of public enterprises be levied in this 
fashion. Nothing prevents the taxation of the particular individuals who benefit 
from the proposed enterprise. And this is desirable, so long as the right of veto 
on the part of the minority is kept as a guarantee against action designed to 
benefit or harm special classes unjustly.* Such guarantees are not usually present, 
so a mutual mistrust among various groups simply prevents such proposals 
being carried out which would prove to the interest of all. 


8“. dass es m.E. wunder nehmen muss, wie wenig oder fast gar nicht dieser Punkt 
in der einschlagigen Litteratur beobachtet worden ist’’ (p. 136). A footnote to this state- 
ment refers to Marshali’s, Principles, Bk, V, Ch. xiii §8 as the only exception. This reference 
is clearly to the First Edition. This section is substantially identical to §8, Ch. xiv in the 
Eighth Edition. 

® The right of veto by the minority on tax questions is of course essential to Wicksell’s 
principle of unanimity which is the foundation of his general theory of government finance. 
It cannot be elaborated here. 
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Wicksell recognizes that it will be a very difficult task to estimate the ap- 
proximate advantages received from the operation of the public enterprise. 
However, he says, when something can be attained without sacrifice to anyone, 
no means to secure it should remain untried.!° Each letter, each telegram, each 
piece of freight, which is not sent because more than the marginal cost is charged 
for sending it, represents an unsolved economic problem. Wicksell concludes that 
the principle of unanimity and freedom of taxation provides a means by which 
a solution to this problem comes one step closer. 


COMMENT 


The completeness of the Wicksellian presentation is evident; little interpreta- 
tion and elaboration is needed. His reference to Marshall as the only one who 
had recognized the problem clearly indicates that he was unfamiliar with the 
work of Dupuit. Wicksell’s treatment is much more incisive and explicit than 
Marshall’s general discussion in which no specific pricing “rule” is laid down. 
Here is the marginal cost pricing principle in surprisingly modern dress. Indeed, 
it is perhaps as acceptable a formulation as any yet presented from a theoretical 
point of view. Wicksell is not subject to the criticism which has been directed 
at either the Marshall-Pigou variant of the principle or the more specific modern 
Hotelling-Lerner version. 

No interpersonal comparisons of utility are necessarily involved, and no re- 
distribution of income is required to finance the proposed enterprises. A measure 
of total consumers’ surplus is employed to yield a rough approximation to total 
benefits for illustrative purposes, but no precision is implied or intended. The 
familiar objection to the partial approach in aggregating consumers’ surplus for 
one good disappears when the method of financing the enterprise is taken into 
account. Wicksell does not rely upon any accurate measurement or even approxi- 
mation of total consumers’ surplus arising from the provision of the particular 
public service in question. Since the total costs of the enterprise must be paid 
exclusively by those receiving the benefits of the service provided, all that is 
required is that each beneficiary (or enough of them to pay the general costs) 
make some estimation of his surplus and be willing to contribute its value equiva- 
lent. And Wicksell is not very concerned about this estimation being too ac- 
curate, and admits that wide disparities can be present and the proposal still 
prove workable and to the advantage of everyone. 

His special theory of taxation in accordance with the principle of unanimity 
can be interpreted in terms of the Paretian conditions for optimum welfare. 
Obviously, no one is worse off if some allocation of the required tax can be found 
which is acceptable to everyone. And this is precisely the criterion Wicksell 
lays down for determining the appropriateness of such enterprises. If no alloca- 
tion of the required tax burden can be found, then someone at least will think 
that the proposed economic reorganization will harm him, and therefore nothing 
can be said about whether this enterprise is economically justified or not. In this 
system, the ones who can pay the compensation following the economic reorgani- 


10 ““Wo er aber ohne jegliches Opfer anderer erreicht werden kénnte, sollte wahrlich kein 
Mittel unversucht bleiben, ihn herbeizufiihren” (p. 138). 
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zation agree to pay it beforehand. No question arises about whether or not 
compensation actually will be paid. 

Thus, Wicksell’s proposal meets all the theoretical objections which have been 
made against the more recent formulations of the marginal cost pricing rule." 
It does not mterfere with the marginal conditions necessary for the optimum 
allocation of the productive factors. It does not require collection of taxes from 
any one other than the specific beneficiaries. It is similar to the multi-part 
pricing systems proposed by Coase” and others, but differs in its essential ele- 
ment of voluntarism. There is only one price which is equal to marginal cost. 
The losses must be made up from “contributions” paid by those benefited. It is 
therefore superior to the multi-part pricing alternative. Any compulsory multi- 
part pricing system necessarily prevents some utilization of the service. Some 
users will agree to pay marginal cost prices but will refuse to pay the lump-sum 
fee however allocated. This group will be allowed to utilize the service under 
the Wicksell proposal provided only that other users agree to contribute enough 
to cover the fixed costs. In effect, the relative undervaluation of consumer sur- 
plus on the part of one group is acceptable if it is offset by a relative overvalua- 
tion by other group. 

The major objection to the Wicksell proposal is, of course, its impractica- 
bility. His whole theory of government finance, which is conceived as a system 
of voluntary exchange between the government and the taxpayers, is subject 
to criticism on these grounds.” But it is interesting to note that Wicksell con- 
siders the advent of marginal cost pricing for decreasing cost public enterprises 
to be the first consequence of the adoption of his taxation proposals. The financ- 
ing of the overhead costs of such enterprises through voluntary contributions 
by beneficiaries seems more plausible than such financing of the more general 
governmental functions. On balance, Wicksell’s proposal scarcely seems more 
impractical and unrealistic than many of the more sophisticated modern pro- 
posals for the application of the marginal cost pricing rule. 

In this branch of economic theory, as in others," Wicksell had little influence 
upon later developments, but he continues to grow in stature as we know more 
about his work. 


11 See Ruggles, ‘‘Recent Developments in the Theory of Marginal Cost Pricing,” op. cit., 
p. 121. 

12 R. H. Coase, ‘“The Marginal Cost Controversy,’’ Economica, XIII (1946), pp. 169-182. 

13 See R. A. Musgrave, ‘““The Voluntary Exchange Theory of Public Economy,’ Quarterly 
Journal of Economics, LIII (1939), pp. 213-237. 

14 Cf. Lloyd A. Metzler, ‘‘The Rate of Interest and the Marginal Product of Capital,” 
Journal of Political Economy, LVIII (1950), p. 291. 
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A PROBLEM IN THE ECONOMICS OF PRICE CONTROL 


LLOYD SAVILLE 
Duke University 


The inflationary tendencies of some types of price control have not been 
stressed. The present danger of relying on such controls, rather than on a pay- 
as-you-go tax policy, underscores the importance of recognizing these infla- 
tionary forces. Currently, the Office of Price Stabilization is resorting to regula- 
tions which attempt to fix prices by freezing the methods used in computing 
prices instead of the prices themselves.! Administratively, it is easier to insist 
that a certain pricing method be employed than it is to set dollar-and-cents 
price ceilings or to require that prices charged at some time in the past be main- 
tained. Practically, the regulation of pricing methods is less effective than con- 
trol by clearly established maximum prices; in fact, the adoption of loose regula- 
tions may cause more inflation than the failure to issue regulations. 

This paper first examines the scope of the markets in which exact prices can- 
not be fixed because the products are made to the requirements of the individual 
buyer, then considers the results of price control in one industry in this area 
during World War II, and, on this basis, attempts to predict the possible infla- 
tionary results of continuing the present policy of the Office of Price Stabilization. 


I. INDUSTRIES MAKING PRODUCTS TO THE SPECIFICATION OF 
THE INDIVIDUAL BUYER 


The segment of the economy discussed here is restricted to the area in which 
clearly identifiable prices and products are not available. A number of products 
are manufactured to the specification of the individual customer. Since each 
article is unique, its price cannot be determined by reference to a price list or a 


1 Two broad types of price regulation are the fixing of pricing formulas and the fixing 
of prices. By ‘‘pricing formula” is meant the method used by a seller to determine the 
price he quotes for a commodity or service; this method may be as simple as marking up the 
cost of the article by a certain percentage to ascertain the selling price or as complex as 
making a careful determination of labor, material, other costs, and an allowance for profit 
in computing the price. An example of a price regulation employing the freezing of pricing 
methods or ‘‘mark-ups’”’ is Ceiling Price Regulation 7, issued on February 27, 1951, which 
covers the retail sales of clothing and household goods. Detailed provisions are provided in 
this Regulation for computing the ‘‘mark-ups’’ employed by a seller in determining his 
prices on February 24, 1951. In the second type of price regulation, the fixing of prices, 
two techniques may be distinguished, the fixing of dollar-and-cents prices and the fixing 
of the particular prices charged by each seller during a base period. An example of dollars- 
and-cents price fixing is found in Ceiling Price Regulation 12—Milled Rice, issued on March 
18, 1951, which fixes the prices of various types of rice, one of these, screenings, broken 
milled rice grading U.S. No. 2, is priced at $7.00 per one hundred pounds. An example of 
the base period method is available in Ceiling Price Regulation 10—Household Soaps and 
Cleansers, issued on March 8, 1951, which provides in Section 3: ‘‘. . . the highest prices at 
which you made a bona fide offer to deliver such soaps and cleansers to a purchaser of the 
same class during the month of December 1950.”’ 
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price quotation in a commodity market; the price is determined, instead, by use 
of the seller’s pricing formula. If price regulations are imposed in this area, they 
must be concerned with the fixing of pricing methods rather than with the actual 
prices. 

In 1947, roughly one-twentieth of the value added to manufactured products 
was produced by firms fabricating goods to the specific requirements of individ- 
ual customers. A breakdown of this general value is shown in Table 1; the 
largest portion of this amount is contributed by metal working industries, com- 
mercial printing, and ship building. Minor portions are supplied by four in- 


TABLE 1 
Value Added by Manufacture to Products Made to the Specification of the Individual Buyer* 





PRODUCTS MADE USUALLY TO THE SPECIFICATION 


PRODUCTS MADE FREQUENTLY TO THE SPECIFICATION 
OF THE INDIVIDUAL BUYER 


OF THE INDIVIDUAL BUYER 

















Value added by Value added by 
Product manufacture Product manufacture 
(000) 

Commercial printing, printed | $ 977,686 | Hair work $ 4,380 

products of all industries Plastic products 289 , 594 
Gray-iron castings 732,647 | Cut-stone and stone products 45,940 
Malleable-iron castings 121,661 | Machine tools 347 ,965 
Steel castings 267 ,214 
Nonferrous castings 295 , 834 
Iron and steel forgings 197,111 
Metal stamping, coating, and 340,276 

engraving, job stampings 
Ship building and repairing and 586 , 558 

boat building and repairing 
Models and patterns (except 8,573 

paper) 

MME 5.5 Shatner eieees ev eed | $3 ,527 ,560 | $687 ,879 











* U.S. Bureau of the Census, 1947 Census of Manufactures (Washington: Government 
Printing Office, 1949), II, tables referring to specific industries. 


dustries, hair work (manufacturing wigs, toupees, etc.), plastic products, cut 
stone and stone products, and machine tools. In addition to these manufactured 
products, another important segment of the economy, the construction industry, 
bases its prices on pricing formulas. If the total product of the construction 
industry, 14 billion dollars,? is added to the total product of the industries 
listed in Table 1, it will be noted that activities involving eighteen billion dollars, 
or 8 per cent of the gross national product in 1947, employed an ad hoc system 
in pricing a significant portion of their products. 

Among these industries, the producers of castings are of particular interest for 
they provide a clear example of the problems encountered in attempting to con- 
trol the princes of custom-made goods. In the foundry industry, each one of 


2U.8. Department of Commerce, Survey of Current Business, 1949 Statistical Supple- 
ment (Washington: Government Printing Office, 1949), p. 31. 
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several thousand independent firms manufactures hundreds and sometimes 
even thousands of individual parts, each molded to the requirements of the 
particular customer. Among the foundry industries, the makers of gray-iron 
castings represent about one-half of the producers of all types of castings.* An 
examination of the price controls applied here will emphasize the difficulties of 
attempting to impose price regulations where goods are made to the unique 
requirements of the customer and the problems involved in attempting to 
effectuate controls by freezing the methods of computing prices. 


II. TECHNIQUES OF PRICE CONTROL IN A CUSTOM-MADE 
PRODUCTS INDUSTRY 


Price control in the gray-iron-foundry industry during World War II was 
based on two requirements: the “‘freezing”’ of the prices of castings sold during a 
base period, and the “freezing” of pricing methods in force on a certain day. 
The base period requirement meant that the price of an individual casting sold 
to a particular customer during the base period was fixed at the price charged 
during that period. A slightly different casting sold to this or another customer 
at some other time was not set and could be computed by use of the “frozen” 


pricing formula. Castings never made by the foundry were priced also by the 
formula method.‘ 


The first of these provisions did not fix as wide a range of prices as might be 
supposed at first glance. Foundries produce a constantly changing cross-section 
of parts so that the composition of items made at any moment may be signifi- 
cantly different from the selection of items made at any time in the past. Even 
though the base period, August 1, 1941, to February 1, 1942, was long, many 
parts which were made prior to this time were not fabricated during the period 
and many new parts were introduced later. The effective area of frozen prices 


3 Bureau of the Census, 1947 Census of Manufactures, op. cit., Vol. II, tables relating to 
casting industries. 

4 These provisions were embodied in Maximum Price Regulation No. 244—Gray Iron 
Castings which became effective on October 26, 1942. It required under Section 1421.166, 
Appendix A: “Maximum prices for gray iron castings—(a) Castings substantially the same as 
those which the seller sold or offered for sale at any time during the period from August 1, 1941 
to February 1, 1942, inclusive. The maximum price for each such casting shall be the highest 
net price (after adjustments for all applicable customary charges, discounts, quantity 
differentials and other allowances in effect for the seller between August 1, 1941 and Febru- 
ary 1, 1942, inclusive.), at which the seller sold or offered for sale such casting to a purchaser 
of the same class during the period from August 1, 1941 to February 1, 1942, inclusive: Pro- 
vided, That if the seller sold or offered for sale such casting during such period to a specific 
purchaser, he may not now exceed the highest selling or offering price to such purchaser on 
sales or deliveries to such purchaser. (b) Castings which are not substantially the same as 
those which the seller offered for sale at any time during the period from August 1, 1941 to 
February 1, 1942, inclusive. The maximum price for each such casting shall be computed by 
the seller on the following basis: . . .”’? There follows a detailed statement to the effect that 
the seller must employ his pricing method in effect on February 1, 1942, the Regulation 
further stipulates that he shall use the direct labor rates, direct material costs, overhead 


(burden) rates, subcontracting machinery service costs, and mark-up, margin, or profit 
rates in effect on February 1, 1942. 
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was further limited by the general interpretation that fixed prices applied only 
to the same article sold to the same customer. The regulation did, in fact, specify 
castings ‘“‘substantially the same” and “purchaser of the same class,” but the 
looseness of the definitions rendered ineffective this attempt to broaden the area 
of fixed prices. Thus, the inclusiveness of the term, ‘‘base period” castings, was 
effectively limited to the constancy of the cross-section of parts being made 
by each firm and the continuation of buyer-customer relationships existing in 
the past. 

The provisions relating to “formula priced” castings did not establish easily 
ascertainable or clearly definable maximum prices. Two primary difficulties were 
encountered: The pricing formulas were nebulous and the methods of applying 
the pricing formulas were subjective. The reports of pricing devices made to the 
Office of Price Administration® usually contained generalities or omissions which 
made it impossible for an OPA enforcement official to arrive at the same price 
as that computed by the foundryman submitting the formula. Generalities in- 
cluded the statement of a series of charges to be applied for operations performed 
under certain unexplained conditions and the report of percentage allowances 
for overhead, loss, and profit as ranges rather than as precise amounts. Glaring 
omissions were frequently found in formulas; in some cases no allowance was 
made for cleaning expense, shipping costs, or melting charges. 

A more serious objection was the subjective manner in which pricing formulas 
were applied by foundrymen. The following statement was added to a descrip- 
tion of a pricing formula submitted to the OPA: “. . .after a job is figured on this 
basis, the selling price is reviewed by Mr. Pufahl and on his experience of some 
45 years in the foundry business he checks the accuracy of the time required to 
make the job and the selling price per pound and if the price is out of line an 
adjustment is made to adjust it to a price that will meet competition.’’* The letter 
submitted by this firm is not unlike many other letters received in conjunction 
with this phase of the regulation; it states succinctly what many other foundry- 
men maintained: The price developed by the formula is regularly modified to 
meet competitive conditions. 

Four factors in addition to the problem of meeting competition resulted in the 
alteration of formula prices. (1) The foundryman may have some knowledge of 
special prices prevailing for certain castings, prices which apparently bear no 
relation to current costs or current competitive conditions; they seem always 
to have been quoted and to have become a part of the ‘“‘mores”’ of the market.’ 


5 Section 1421.161 of Maximum Price Regulation No. 244 provided, ‘‘(b) Each person 
selling gray iron castings shall file with the appropriate Regional Office of the Office of 
Price Administration within sixty days after the effective date of this Maximum Price 
Regulation No. 244, three copies of a form to be supplied by or obtained at any Regional 
Office of the OPA, showing in detail required by such form information as to wage rates, 
overhead rates, cost of materials, profit margins and pricing methods in effect for such seller 
at each of his foundries on February 1, 1942.” 

6 Pufahl et al v. Bowles, Adm’r, OPA, 154 F. 2d 427 (1946). 

7See similar comments concerning this point in Eli Ginsberg, ‘‘Customary Prices,” 
The American Economic Review, XXVI (1936), p. 296; H. B. Killough and Barrington 
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If the foundryman’s pricing clerk constructs an accurate estimate of the time 
required to make a casting and arrives at a proper formula price of, for exampie, 
8¢ per pound, the foundryman might look at a model of the casting and con- 
clude that it should sell for 6¢ per pound, because castings of this type usually 
sell for 6¢ a pound. (2) The foundryman’s expectations concerning the future 
course of business may induce him to alter the formulated price.* (3) The foun- 
dryman may be persuaded to change the calculated price because of the general 
make-up of the work currently being produced by him. The efficient utilization 
of a particular foundry requires a definite quantity of orders for castings in each 
of several classes; if a particular order will increase the efficiency of the plant, 
the foundryman may insure the acquisition of it by a low bid. (4) The foundry- 
man may be influenced by the status of the individual customer. As Mrs. Robin- 
son notes, ‘‘. . .some firms will give special terms to certain customers whether 
from sentiment, family connection, gratitude, or a ‘lively expectation of benefits 
to come’. . .””® In short, the requirement that prices be computed by employing 
a pricing formula in use on a certain day in the past is a doubtful device involv- 
ing numerous intangibles. 


Ill. INFLATIONARY RESULTS OF PRICE CONTROL IN A 
CUSTOM-MADE PRODUCT INDUSTRY 


The system of price controls described in the previous section resulted not only 
in a general increase in the level of casting prices but also in adjustments in the 
organization of the market which tended to facilitate price changes. The infla- 
tionary pressures of the war and post-war economy were not restrained by price 
controls, and it is possible that the resulting price changes were greater than they 
would have been had no controls been attempted. Three institutional conse- 
quences of price controls in the gray-iron-foundry industry are apparent: (1) 
shifting of work from one foundry to another so that each one could employ his 
pricing formula in establishing new maximum prices, (2) computing the cost 
of each casting produced and requesting price adjustments on those selling 
below total cost plus ‘“‘normal’’ profit,!° and (3) replacing the role of the buyer in 
determining prices with a government body charged with approving them. 


A. Price changes 


A precise statement of the price movements in a group of custom-made prod- 
ucts is difficult if not impossible to obtain; some approximation of the magni- 





Associates, The Economics of Marketing (New York: Harper and Bros., 1933), pp. 277-280; 
and John H. Sherman, ‘“‘Some Observations on Custom in Price Phenomena,” The Ameri- 
can Economic Review, XVIII, No. 4 (1928), pp. 662-669. 

8 See R. L. Hall and C. J. Hitch, ‘Price Theory and Business Behavior,’’ Ozford Eco- 
nomic Papers, I (1938), p. 30. 

® Joan Robinson, The Economics of Imperfect Competition, (London: The Macmillan 
Company, 1938), p. 216. 

10 “Normal” profit, “fair”? profit, or any similar concept was defined usually as the 
amount of profit earned by the industry or the firm in the period 1936-1939, inclusive. 
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tude of price changes will give an indication of the seriousness of attempting 
to fix prices by freezing pricing methods. Two reasons for price variations among 
castings are the weight of the item and the difficulty of producing it. The first 
ambiguity is overcome by stating the price in so many cents per pound, a well- 
established industry practice. The second finds expression in a wide range of 
prices, varying from lows of two to three cents per pound to highs of 40 to 50 
cents per pound. No summary statement of these widely divergent prices is 
satisfactory. Two compromises have been used in computing the prices shown 
in Table 2: the price average, or computation of the changes in the general 
prices of all castings over a period, and the price history, or study of the changes 
in prices of a particular casting over time. 











TABLE 2 
Prices of Gray-iron Castings 1989-1947, Inclusive 
vas PrOBUCED Mr caers es toumat | (BASE Penton”) casTINGS tv 
CENTS PER POUND? 

1939 3.7 — 

1940 _ — 

1941 _ 6.2 

1942 _ 7.0 

1943 _— 7.2 

1944 _— 7.2 

1945 _ 7.5 

1946 _— 9.4 

1947 8.0 11.6 








* Bureau of the Census, Sixteenth Census of the United States: 1940 Manufactures. Vol. 
II, Pt. 2 (Washington: Government Printing Office, 1942), p. 17 and 1947 Census of Manu- 
factures, op. cit., Vol. II, p. 546. 

b Letters to the author from Ewan Clague, Commissioner of Labor Statistics, dated 
December 30, 1949 and March 28, 1950; Bureau of Labor Statistics, Wholesale Prices, 1947 
(Washington: Government Printing Office, 1949), p. 34. This sample was expanded from 
19 castings from nine foundries to 27 castings from 13 foundries in August 1946; the sample 
makes up 1 per cent of the Index of Wholesale Prices. 


The derivation of the average price of castings from total sales data in pounds 
and in dollars is preferable in some respects to the price history technique. Since 
the average is based on all castings sold by the industry as a whole, it has the 
advantage of not being dependent on the adequacy of the sample. It introduces 
a less serious error, for changes in the composition of aggregate output from 
period to period are disregarded. The average price of all gray-iron castings 
increased from 3.7 cents per pound in 1939 to 8.0 cents per pound in 1947, an 
increase of 116 per cent. These are the most recent figures of this sort currently 
available. They serve as a point of reference from which other changes may be 
evaluated. 

An index based on the price histories of 19 gray-iron castings produced by nine 
foundries was begun by the Bureau of Labor Statistics in January 1941; this 
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component was added to the Index of Wholesale Prices in January 1944. The 
average price for these castings in 1941 was 6.2 cents per pound; by 1947 the 
average had increased to 11.6 cents per pound, a change of 87 per cent. This 
represents increases in the prices of “base period” castings and not increases 
in ‘formula priced” castings, because the items sampled by the Bureau of Labor 
Statistics were made by these firms between August 1, 1941, and February 1, 
1942. ‘“New” or “formula priced” castings advanced in price considerably more 
between 1941 and 1947 than did “‘base period” castings. In recognition of the 
differences existing between the price increases achieved by these two categories 
of castings, the OPA provided compensating adjustments in Amendment No. 13 
to MPR No. 244." By this action, “base period” castings were permitted to be 
increased by 28 per cent in comparison with a supposedly similar increase in 
“formula priced” castings of 12 per cent. One study made by OPA indicates that 
the differential between these two kinds of prices was on the average about 20 
per cent.” 

The average yrices reported by the Bureau of the Census and the Bureau of 
Labor Statistics reflect the divergent rates of change exhibited by the average 
prices of “base period” castings and “formula priced” castings. Part of this 
discrepancy arises from differences in the nature of the samples and variations 
in the methods employed in collecting them. The fundamental cause of the devia- 
tion, however, lies in the dichotomy of the reguls.tion which fixed some prices 
by freezing them and attempted to fix others by freezing the methods by which 
they were computed. If it is assumed that the changes reported by the Bureau 
of Labor Statistics are accurate for “base period” castings and that these cast- 
ings represented one-half of the castings sold in 1947, it is clear that “formula 
priced” castings, providing they started from the same level as “base period”’ 
castings, must have increased by roughly 145 per cent. This increase was about 
three times as great as the change in the Metals and Metal Products component 
of the Index of Wholesale Prices and about twice as much as the average change 
in all of the goods covered by the Index of Wholesale Prices." 


B. Institutional consequences 


1. Pattern shifting—the price differentials noted above, letters similar to 
Mr. Pufahl’s, discussions with foundrymen, and comparisons of prices developed 
by pricing formulas with prices actually charged, indicate that formula prices 
were considerably higher than market prices. Pattern shifting came about in 
response to the embodying of this differential in MPR No. 244. It involved the 
refusal of a foundry to continue to produce an individual casting made for a 
particular customer in the base period because the price was lower than the 


1 Effective May 3, 1946. 

12 Evelyn Felix, “Summary of Questionnaires Relating to Pattern Migration in the 
Gray Iron Castings Industry,’’ (Intersection memorandum, Iron and Steel Branch, Office 
of Price Administration, Washington, undated). Typewritten. 

13 Board of Governors of the Federal Reserve System, Federal Reserve Bulletin, Vol. 37, 
No. 1 (January, 1951), pp. 88-89. 
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prices of castings made to different specifications or for different customers. 
Not unlike the price policies pursued by the monopolistically competitive firms 
described by Chamberlin,“ each foundryman sought to better his position by 
refusing old business and accepting new. This brought about a reshuffling of 
customers and patterns based not on the lowest cost or most efficient producer 
but on the simple fact that the particular buyer-customer relationship did not 
exist in the base period. 

There were four economic results of pattern migration: (a) The prices of some 
castings were raised. Increasing the prices of component parts is particularly 
inflationary because price changes at this stage of production are pyramided 
through succeeding levels to result in greater adjustments to ultimate con- 
sumers. (b) The migration of patterns resulted in a less efficient application of 
plant capacity. If it is reasoned that the natural flow of business and orders 
from customer to manufacturer brings about the most efficient utilization of 
resources, any change in the arrangement achieves a poorer employment of 
factors. (c) The shifting of customers involved a larger amount of cross-hauling. 
The customer, instead of being able to procure a part at the closest firm, was 
required often to go some distance to fill his needs. (d) The cutting of established 
buyer-seller relationships removed the restrictions placed on price increases by 
the unwillingness of sellers to injure long existing customer relations by rapid 
price increases. 

2. Profit guaranteeing—the amounts charged under price control covered 
costs plus a “reasonable” profit. Before price controls were in force, firms sold 
some items below cost and others above cost as they endeavored to secure a 
profit on overall operations. Price regulations and price adjustment procedures 
stimulated the entrepreneurs’ interest in costs. This interest provided an upward 
pressure on prices, for foundrymen argued that their traditional practice was un- 
wise and that no item should be sold at less than total costs plus a “fair” mark 
up. Each item sold below cost in the past was repriced and items which sold at 
something less than “normal” profit often were adjusted upward. The emphasis 
of price controls was not on maintaining the price structure that existed previ- 
ously but rather on a price structure that would permit almost every firm to 
earn at least a normal profit on each of its many products. 

The results of this emphasis on the profitability of each item were threefold. 
(a) Firms spent larger amounts on record keeping, frequently far more than 
could be justified in terms of the marginal rate of return. These added expendi- 
tures on cost studies were particularly unprofitable when compared with the 
elementary costing required by the pre-control system of seeking an average 
profit on overall operations. (b) Firms often refused to make parts they had 
always produced in the past because their accounting system showed the price 
to be unprofitable. (c) Firms, at times, refused particularly light (in weight) or 
especially difficult work because a newly established costing system developed 
a price far out of line with the conventional market price for an article of that 


4. H. Chamberlin, The Theory of Monopolistic Competition (Cambridge: Harvard 
University Press, 1942), pp. 90-92. 
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type. In essence, each of these developments resulted in the uneconomic utiliza- 
tion of resources; in (a) too many man-hours were spent on costing, and in (b) 
and (c) business may have been channelled in accordance with the the system 
of accounts employed by the firms instead of with the relative efficiencies of the 
firms in producing the parts. 

3. Price authorizing—under price control, existing prices acquired the air of 
being approved by a government organization, new prices or increased prices 
were given the indorsement of a public authority. Each of these special charac- 
teristics of market control tends to make the customer less conscious of his role 
in formulating prices and the seller less interested in quoting prices which are 
accurate in terms of market situations. In a market under normal conditions, 
the buyer influences the price through his ability to transfer his business to 
another firm offering price concessions. Under conditions of price control, the 
buyer may be less motivated to exercise his prerogative, for the government has 
assumed the responsibility of policing the prices he must pay. The seller is also 
relieved of certain restrictions. The influences of competition, custom, business 
prospects, plant efficiency, and customer standing on prices are largely obscured 
by the fictitious obligation of charging ‘‘official” prices. The result of these 
attributes of price control is to facilitate price changes by requiring increases 
to meet the tests imposed by the government but to exempt such changes from 
meeting the tests imposed by the market. 


IV. INTERPRETATION AND CONCLUSIONS 


Price control in the gray-iron-foundry industry was unsuccessful because it 
relied on the freezing of pricing methods rather than on the fixing of the prices 
themselves. Despite the number of prices actually frozen as a result of the long 
base period employed, the looseness of the regulation in permitting many prices 
to be quoted by individual pricing methods made the overall results unsatis- 
factory. It is impossible to say what might have happened if no price regulation 
had been attempted or if a pricing method based on dollar-and-cents prices had 
been imposed. On the basis of the movement of prices in other fields and other 
industries, it is possible that either of the alternatives would have resulted in 
smaller price increases. Three consequences of the regulation are: (1) the loss 
of consumer pressures to hold down prices, (2) the stressing of costs in the deter- 
mination of prices, and (3) the development of the notion of the profitability of 
each product. These influences are inflationary. 

The impressions concerning price control in the foundry industry during 
World War II cannot be extrapolated into other areas of the economy at the 
present time without careful qualification. Certain very general principles can be 
inferred, however: 

1. The imposition of price controls which set dollar-and-cents ceilings are 
much more efficient than price controls that use some other basis for establishing 
prices. 

2. The employment of price regulations which fix pricing formulas or pricing 
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mark-ups may be worse than no controls because of the difficulties in determining 
ceiling prices and the attendant inflationary influences noted above. 

On the basis of these findings the Office of Price Stabilization should reconsider 
its actions which follow the easy course of freezing pricing methods rather than 
prices. Dollars-and-cents prices should be substituted where they are feasible; 
if this is not possible, the particular prices employed by each seller in a base 
period should be prescribed; if neither of these alternatives can be utilized, prices 
in the area should be decontrolled. Attention should also be given to the desira- 
bility of imposing new price controls in the custom-made product area where 
dollar-and-cents price ceilings are impracticable. Finally, a review should be 
undertaken concerning the entire question of the advisability of imposing in- 
effective price controls instead of pursuing an aggressive policy of credit and tax 
actions aimed at the cause of inflation. 




















EEE 








Ng _ 





‘LABOR FACTORS IN THE INDUSTRIAL DEVELOPMENT 


OF THE SOUTH: 


FRANK T. pe VYVER 
Duke University 


Any analysis of accelerating and decelerating factors in the economic develop- 
ment of the South must include discussion of labor factors. It may be assumed 
that enterprisers seeking to establish new industries in a given site will not 
only investigate freight rates, raw material, and powers costs, but also will 
seek information concerning the labor supply, wage rates, the labor climate, 
and various aspects of labor legislation. To be sure the weight to be attached to 
each of these several factors will depend upon the type of industry involved. 
If the new plant is material oriented, labor factors may be relatively unimpor- 
tant; if the plant is market oriented, labor factors may not be taken into ac- 
count; if the plant is labor oriented, the labor factors will be deemed of great 
significance.? Actually, in respect of all but market oriented plants, the labor fac- 
tor must be considered. Furthermore, other things being equal, costs tend to be 
relatively low when there is an adequate labor supply of efficient workers to be 
had at reasonable pay rates, and when there is a minimum of restrictive and 
cost-producing legislation. 

In this paper the adequacy of the labor supply will not be discussed. The 
analysis will be limited to wage differentials, the extent of trade unionism, 
and the extent of restrictive and cost-producing labor legislation in the southern 
states as compared with certain northern industrial centers. These are factors 
which may influence the economic development of the South, and, according 
to a recently published legislative report from Massachusetts, these same fac- 
tors have affected the development of that state’s textile industry.* 

Within the past ten years considerable study has been made of wage differen- 
tials. It is well, therefore, to examine the facts which these studies have revealed 
and to consider those facts in the light of the problem before us, viz., are wage 
differentials an accelerating or decelerating factor in the economic development 
of this area. 

Professor Richard Lester did considerable study and analysis of North-South 
wage differentials. In a series of articles published in the Southern Economic 
Journal and other scientific or literary periodicals, he sought to find the facts 


1In this discussion the South includes the following states: Virginia, North Carolina, 
South Carolina, Georgia, Florida, Alabama, Mississippi, Tennessee, Louisiana, Arkansas, 
and Kentucky. 

2 For a discussion of specific plants falling in each of these three categories see G. E. 
McLaughlin and Stefan Robock, Why Industry Moves South (National Planning Associa- 
tion, Committee of the South, 1949). 

3’ Commonwealth of Massachusetts, Report of the Special Commission Relative to the Tex- 
tile Industry and to Prevent the Removal Thereof from the Commonwealth (Boston, May 12, 
1950). (Hereafter cited as Massachusetts Report.) 
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and apply to those facts principles of economic theory.‘ Professor Lester also 
tried to discover some facts about productivity of the workers. Professor Sufrin 
and two assistants, Swinyard and Stephenson, have also examined the facts 
using a different approach, that of comparing differentials in average annual 
wages according to the size of the community.® The Bureau of Labor Statistics 
has published two articles on Regional Wage Differentials giving the facts as 
shown by the Bureau’s figures as far back as 1907.° 

A survey of these articles would indicate that these several writers reached 
the following conclusions: (1) Although measuring differentials is difficult statis- 
tically, different rates of pay for the same jobs have been paid in southern 
industries and northern industries. (2) These differentials are not uniform as 
between industries. (3) In most southern industries the differentials have been 
decreasing during the past twenty years. (4) Differentials within the southern 
states and even within the same labor market area are as great as those existing 
between southern and northern states. (5) There is very little evidence to indi- 
cate any great degree of difference between labor efficiency north and south. 
(6) Wage rates vary according to the size of the community, being highest in 
great metropolitan areas; the South has few metropolitan areas. Therefore, 
wage rates are naturally lower in the South than in a section like New England. 

Recently the state of Massachusetts has become interested in why its textile 
industry is losing ground to the South. The report of a special commission issued 
May 12, 1950, considers wage differentials as one of the important factors in- 
volved in the removal of the industry from that state.’ Furthermore, that com- 
mission found that in the textile industry at least, productivity was higher in 
the South than in New England. They said, ‘Evidence was presented to the 
Commission to the effect that although the skill and efficiency of the textile 
worker in the Commonwealth and the rest of New England was greater than 
in the newer textile areas, productivity of workers in the latter area was higher, 
due to differences in work assignments.’’* In other words, rather than the lower 
paid southern workers being lower paid because of lower efficiency, this com- 
mission seems to think that even if wages and fringe benefits were the same in 


4Richard A. Lester, ‘‘Trends in Southern Wage Differentials since 1890,’’ Southern 
Economic Journal, XI (Apr. 1945). Lester, ‘‘Diversity in North-South Wage Differentials 
and in Wage Rates within the South,’ ibid., XII (Jan. 1946). Lester, “Southern Wage 
Differentials: Developments, Analysis, and Implications,’’ ibid., XIII (Apr. 1947). Lester, 
‘Must Wages Differ North-South,” Virginia Quarterly Review, XXII (Winter 1946). 
Lester, “Wage Diversity and Its Theoretical Implications,” Review of Economic Statistics, 
XXVIII (Aug. 1946). 

5§. C. Sufrin, A. W. Swinyard, and Francis M. Stephenson, ‘‘The North-South Differ- 
ential—A Different View,’’ Southern Economic Journal, XV (Oct. 1948). Swinyard and 
Stephenson, ‘‘North-South Differentialsk—A Different View,’’ Management Review, 
XXXVII (Apr. 1948). 

6 U.S. Department of Labor, Bureau of Labor Statistics, ‘“Regional Wage Differen- 
tials,’? Monthly Labor Review, LXIII (Oct. 1946). Ibid., LXVI (Apr. 1948), ‘“Trends in 
Regional Wage Differentials in Manufacturing, 1907-46.” 

7 Massachusetts Report, op. cit., p. 19. 

8 Ibid., p. 28. 
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both areas, the labor factor in the cost of cloth would be higher in the Common- 
wealth. 

With an array of facts such as those brought out in these studies, analysis 
of wage differentials as an accelerating force is made extremely difficult. As men- 
tioned above, however, it can be assumed that, other things being equal, the 
business man will seek lowest labor costs which may or may not mean lower 
wages. If, therefore, the findings of the Syracuse economists are true and wage 
rates are lower in smaller communities, and if (as certainly may be assumed) 
labor efficiency is just as high as in a small community, then the South has a 
distinct advantage as a manufacturing area because its population is not con- 
centrated. Its advantage, to be sure, may be over areas where the population is 
concentrated and not over the thousands of small communities in the United 
States which likewise have the wage differential that comes from smallness. 
Yet the probable surplus population in this area, which has been called the 
hidden unemployment in agriculture, will affect the labor supply in these rural 
areas and tend to keep the wage rates down. 

Although wage differentials in the South arising from the size of the southern 
communities may be an accelerating factor, this will be true only if the lower 
wages are accompanied by lower costs. The new enterprise must, of course, 
consider the psychic advantages arising from location in a smaller community 
as well as the obvious disadvantages. Particularly, however, if the plant is labor 
oriented and in a highly competitive industry, the differential because of the size 
of the community in which the plant is located may well become an important 
factor. 

Despite the findings of the Commonwealth Commission, let us next assume 
that the regional wage differentials arise because of the differences in labor 
productivity. When current productivity studies of the U. S. Department of 
Labor have been completed, there may be more light on the facts of regional 
productivity. Obviously, if regional wage variations are equal to regional differ- 
ences in productivity, there is no gain to the employer, and the wage differen- 
tial cannot act as an accelerating factor. It has even been argued that an arti- 
ficial increase in the wages by law or trade union action would cause employers 
already operating to increase their own efficiency by seeking greater efficiency 
from their working forces. But the repeated establishment of higher wage 
levels will have progressively less effect upon the efficiency of management, 
and other factors of production will eventually be substituted for high priced 
labor. The theory that high wage levels will “shock” management into greater 
efficiency, while it may be valid in the case of a single wage increase, cannot be 
applied to a series of increases. 

With similar methods and organization, however, neither the average nor the 
imputed physical product per worker as between regions should differ greatly 
within given industries. It is not the average output per worker that is significant, 
given any set of wage rates, but the marginal revenue value of his imputed 
product per time period compared to the price of his labor for this time period. 
Differences must originate in differences in the money price of labor. 
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This money price of labor should probably be lower in the South than in other 
sections of the country because there is much concealed unemployment in 
agriculture, and because there still predominate here industries in which for 
reasons not here relevant the marginal revenue value productivity of labor is 
low. 

In general, then, labor must be lower priced in the South than in much of the 
Northeast, and, for this reason, it should be cheaper to produce divers goods 
in the South. 

It has long been recognized, of course, that wage rates paid do not necessarily 
reflect a competitive wage and that rates may, therefore, be raised by law or 
union activity We would expect to find southern wage rates lower for reasons 
given above. If they are not, then wages have been raised higher than a true 
market rate. 

How, then, can the effect of wage differentials upon southern economic de- 
velopment be analyzed? The differential should be an accelerating factor because 
the enterpriser should be able to hire as efficient labor at lower cost because of 
supply conditions in the labor market. If a wage differential reflects only inferior 
methods of production, there is no accelerating factor. 

Although lower wage rates may be expected in the South, there is apparently 
some question as to whether these differentials actually accelerate the develop- 
ment of southern industry. Professor Lester found, for example, that many 
northern industries have brought northern wage rates to the South despite the 
labor market conditions found where they located.* To these plants, wage dif- 
ferentials were certainly not factors leading to a move South. In fact, Lester 
concludes, along with McLaughlin and Robock,'® that wage differentials are not 
now bringing industry South. Nevertheless, a rational employer must realize 
that the market value of labor in the South is lower than it is in the Northeast. 


TRADE UNIONISM 


McLaughlin and Robock after asking new industries why they located in the 
South found that, “‘. . .where labor has been the primary factor in locating new 
plants, more emphasis has been placed on availability and on labor attitudes 
than on wage rates.’ The phrase “labor attitudes” may be translated as 
“labor climate,” thus including not only the attitude of labor itself but also the 
attitude of other citizens toward labor relations. The Massachusetts Commission 
likewise gave considerable importance to labor relations and labor legislation 
as factors making for a competitive disadvantage to Massachusetts textile 
mills.” 

Under this broadened definition of labor attitude, there will first be discussed 
the problem of unionism as an accelerating or decelerating factor and then the 


® Richard A. Lester, ‘Southern Wage Differentials: Developments, Analysis, and Im- 
plications,”’ Southern Economic Journal, XIII (Apr. 1947), p. 387. 

10 McLaughlin and Robock, op. cit. 

1 Ibid., p. 67. 

12 Massachusetts Report, op. cit., p. 33. 
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various types of labor legislation which may throw light upon the community 
feeling toward labor relations and the effect that feeling may have on economic 
growth. 

Once again assumptions must be made before any analysis can be attempted 
concerning the role of unions as accelerating or decelerating factors in economic 
development. We can assume that if the choice were entirely his own an em- 
ployer would prefer to operate without a union. 

Any other assumption would belie the effort made by employers to keep 
unions out of their plants even, in times past at least, to the extent of spying 
upon their workers so that the union members could be discharged. This as- 
sumption does not mean that management has not learned to accept the in- 
evitable and even work with the greatest cooperation with the union of its 
employees. It does not mean that new enterprises try to escape unions—that is 
probably impossible. It does mean, however, that again, other things being 
equal, new enterprises will start in unorganized areas rather than in organized 
areas, to take advantage of a time lag between the time the new business starts 
and the time it is organized. 

Before discussing the facts about union strength, another assumption must be 
made. Within limits a union may, through economic strength, raise the wages and 
improve the working conditions of the workers in a particular industry in a given 
area. Higher wages may mean increased purchasing power for the low income 
groups. Again this assumption does not mean that workers may not get all the 
market requires even without unions or the threat of unions. It merely recog- 
nized that within the extremes of wage rates, strong bargaining may help move 
the worker toward the maximum. 

The extent of unionism in the South as compared with the rest of the United 
States can only be estimated. Table 1 shows these estimates for several major 
southern industries and indicates that union membership in relation to em- 
ployment is lower in the South than in the country as a whole in all industries 
except tobacco manufactures. 

The statistics upon which this statement is based are not entirely comparable. 
Total employment figures are taken from the 1947 United States Census of 
Manufactures except for employment in the construction and mining industries 
for which the figures are found in the Sixteenth Census of the United States. 
Total union membership figures, uncorrected for Canadian membership, are 
from the Department of Labor’s Directory of Labor Unions in the United States 
1950 (B.L.S. Bulletin No. 980) which gave membership figures for 1949. Southern 
membership figures are from a study of union membership as of 1948.'* There 
may also be discrepancies because union jurisdiction and census divisions do not 
coincide. Despite the limitations of the presented statistics, there is little doubt 
that the widely held view concerning the weakness of southern labor organi- 
zation is based upon fact. 


Nor has there been any great change in this situation within the last few years. 


13 F. T. de Vyver, ‘‘The Present Status of Labor Unions in the South—1948,”’ Southern 
Economic Journal, XVI (July 1949). 











194 FRANK T. DE VYVER 


The CIO contends that its southern drive is continuing, but claims no great 
success. Whatever the reason, southern workers are staying out of unions in 
large numbers. A check upon elections in textile and knitting mills in the South 
from Virginia through to Mississippi between January 1, 1950, and July 1, 
1951, shows 40 elections. Of this number the unions have won 13 and lost 27, 
but most of the elections have been in small places. A report of the Advisory 
Council on the Virginia Economy indicates that in the state of Virginia the extent 


TABLE 1 


Comparison by Industry of Percentage of Total National Employment and Percentage of 
Total Union Membership in Selected Southern States! 


























og “maar ESTIMATED | ESTIMATED 
INDUSTRY ae a | sa Umrow | MEMBERSHIP |MEMBERSEIP 
=o ‘a meversx () | sours (4 
sours SOUTH 
Tobacco manufac- 

MIE <4 arcs eat 103 , 289 66,0572) 64 75 45,571 | 34,180 
Textile mill products.| 1,147,194 544, 5213) 47 20 460,770 | 103,967 
Apparel and related 

PROGUCES. .......... 972,897) 120,833 12 3 798,010 | 25,968 
Lumber and timber 

basic products..... 388 ,665 208 , 515) 54 13 90,000 | 11,800 
Furniture and fix- 

RS I eee 282,780‘) 68 , 304) 24 10 95,000 9,635 
Construction indus- 

RE ee es 1,073,655) 178,216) 17 9 1,428,000 | 135,363 
Coal industry........ 370,636) 90,764) 24 15 600,900 | 87,500 





1 Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, North Caro- 
lina, South Carolina, Tennessee, Virginia. 


2 Excludes Alabama, Arkansas and Georgia for which employment figures are not avail- 
able. 


3 Excludes Arkansas. 
Sources: 
‘®) U.S. Department of Commerce, Bureau of the Census, Census of Manufactures 1947. 


©) U.S. Department of Commerce, Bureau of the Census, Sixteenth Census of the United 
Siates. 


‘) U. 8. Department of Labor, Bureau of Labor Statistics, Bulletin No. 980. 


(4) F. T. de Vyver, ‘“The Present Status of Labor Unions in the South—1948,”’ Southern 
Economic Journal, XVI (July 1949). 


of unionization of workers in such important industries as lumber and wood 
products and furniture and fixtures was extremely low in 1949.1® 

Since organization in the South is comparatively small and since the South 
as yet is apparently not ready for organization, the effect of these factors upon 
the economic development of the area must be considered. 


14 Compiled from a running check of figures published in Weekly Summary of N.L.R.B. 
Cases, a news release of the National Labor Relations Board. 

15 State of Virginia, Advisory Council on the Virginia Economy, Skills, Wages and 
Unionization of Workers in Virginia Manufacturing (Oct. 1950). 
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To the extent that new industries are seeking at least to get started without 
the bother and cost of dealing with unions, the weakness of organization in this 
area is an accelerating factor in industrial development. We have assumed that, 
other things being equal, a manufacturer would prefer to get along without having 
to negotiate with a union. The new enterpriser, therefore, will undoubtedly take 
his plant South to keep away from organization provided he has an adequate 
labor supply and other factors in the location are relatively equal. Let it be re- 
peated that this does not mean that industry will move South in an attempt to 
flee organization. Generally speaking, business men are hard headed and know, 
therefore, that their plants may be organized at any time. They know further, 
nevertheless, that the union, acting under present laws, cannot possibly organize 
them immediately and that fellow employers in the area have continued to re- 
main unorganized through various devices. In other words, they can always hope; 
although even hope may be denied to them in some of the highly organized 
industrial areas of the country. It is interesting to note that the Massachusetts 
study recommends repeal of the Taft-Hartley law so that the southern industry 
may more easily be organized and competition between the areas thereby made 
more even.® 

Nevertheless, granted the other assumption that unions will tend to raise 
wages at least in the short run toward the marginal productivity of the worker, 
the absence of unionism in the South may possibly act as a decelerating factor in 
economic development. To the extent that higher wages bring greater business 
activity because of the wider spread of purchasing power among a lower income 
group, to that extent the South may have been held back by the payment of 
wages lower than the true market rate. Some students, too, for example, Sufrin, 
have found that trade unions tend toward making management more efficient. 
The short-run wage bargains, says Professor Sufrin “‘.. .cause management to 
undertake technological changes or more efficient managerial practices in order 
to meet the wage demands made upon it.” ‘“Thus,”’ he concludes, “union activity 
helps to develop a progressive economy.’’” Other factors, of course, bring more 
efficient management, but to the extent that unions may bring more efficiency; 
to that extent the absence of labor organization in the South has been detri- 
mental. When a Mississippi cotton mill in 1948 paid a minimum wage of $.41 
and an average wage of $.53 (while North Carolina mills paid $.94 as a minimum 
wage and $1.21 as an average), efficiency of operation was of small importance. 


LEGISLATIVE FACTORS 


Examining the labor laws of the several states as presented by Commerce 
Clearing House,!* one finds seven pages for Mississippi and nearly two hundred 
pages covering the labor laws of Massachusetts. This may mean, of course, that 
an industrial state needs more labor legislation than a non-industrial area or that 


16 Massachusetts Report, op. cit., p. 50. 

17 Sidney C. Sufrin, Union Wages and Labor’s Earnings (Syracuse University Press, 
1950), p. 51. 

18 Commerce Clearing House, Labor Law Reporter (4th ed.), IV, 1950. See also for sub- 
sequent analysis of state labor laws. 
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Mississippi is simply backward in the field of labor legislation. The very quantity 
of legislation in Massachusetts does give pause to anyone who remembers 
operations under war-time regulations. Furthermore, some of these regulations 
may be costly and some can be classified as pro-union or anti-union. A third group 
of laws are more annoying than costly but may make operations more difficult. 


1) Cost Increasing Legislation 


Labor legislation which increases costs of operation will surely decelerate 
economic development. This does not mean that a new industry will seek out the 
area with the lowest cost workmen’s compensation insurance or with unemploy- 
ment insurance most favorable to the employer’s pocketbook. It does mean, 
however, that the manufacturer seeking a new location must consider those 
factors along with other matters before making his decision. 

The employer considering the workmen’s compensation laws would have little 
to choose as between the northern and southern states, although his insurance 
costs would probably be slightly lower in the South. The length of the waiting 
period, the percentage of wages used as the basis for benefits, the maximum 
weekly benefit, the maximum time period, and the minimum benefits are all re- 
quirements of workmen’s compensation laws which will affect the cost of in- 
surance to the employer. Table 2 gives in summary form this information for the 
two groups of states. Unfortunately, statistics are not available concerning the 
actual cost per accident in the selected states. The analysis summarized in the 
table does, however, help to determine cost differences. 

This table shows that the waiting period in the southern states is slightly 
less than in the selected northern states. The usual time in both sections is 
seven days, but in both sections there are states requiring only three days’ 
waiting. More significant as a cost item than the actual waiting period is the 
length of time disability has to continue before the benefits are retroactive to 
the first day. Three of the southern states and two of the northern states have no 
provisions for retroactive payments. The northern laws having such provisions, 
however, are more generous toward the injured worker than are the southern 
laws, and the insurance costs would, therefore, be greater. 

Workmen’s compensation benefits are calculated as a percentage of average 
weekly earnings. The percentage of earnings required in any state, therefore, will 
affect the cost of insurance. On this point there are only slight differences between 
the two areas, with the southern laws, nevertheless, having in general lower 
standards than any of the northern states except Connecticut and Rhode Island. 
Mississippi, requiring a payment of 663 per cent of wages, is higher than any 
southern state and as high as any of the selected northern states. 

Having an even greater influence upon costs are the maximum benefits and the 
maximum length of time those benefits run. Here again, of course, the amounts 
differ in individual states from a high of $32 a week in New York and Con- 
necticut to a low of $20 a week in Virginia. The southern average, however, is 
about $23 a week, and the average for the selected northern states approaches 
$29 a week. Both the time limit for these benefits and the maximum total pay- 
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ments are also lower in the South. Massachusetts, New York, and Ohio provide 
payments for life under certain circumstances. The remaining states have a 
definite limitation of weeks amounting to 300 in New Hampshire to 1,000 weeks 
in Rhode Island. The southern states average 456 weeks, and the northern states 
585 weeks. Total monetary payments are also higher in the North ($12,600) 




















TABLE 2 

Comparison of Workmen’s Compensation Laws in Selected Southern and Northern States 

BENEFITS FOR PERMANENT TOTAL DISABILITY DURATION OF 

: Maxi- | Mini- WAITING | PoUIRED FOR 

Percatey Gon, | west, | ime | Angat |"? | smosnvs 
of Wages Payment | Payment 

% Weeks Days Weeks 
WE No. vaccamee sewer 65 $21.00 | $5.00 | 550 | $8,400 7 — 
BIE 6.655, socks Sas seater 65 25.00 | 7.00] 450 8,000 7 4 
., SR EER Reha e el: 60 22.00 | 8.00/ 350 4 _ 
BOMENE -. i.cGy toaceecceued 50 24.00} 7.00; 350 8,400 7 — 
CS ER Oe Se 65 21.00 | 7.00! 520 9,500 7 3 
8,500.5) eigenen 65 30.00 | 3.00} 400 | 12,000 7 6 
Mississippi................| 66.6 | 25.00| 7.00 | 450 8,600 5 2 
North Carolina............ 60 24.00 | 8.00} 400 6,000 7 4 
South Carolina............. 60 25.00 | 5.00] 500 6,000 3 2 
WIDE. 5 as. 8 dane etiows 60 25.00 | 10.00 | 550 7,500 7 4 
WEES eves cakcsteusatios 55 20.00 | 6.00 500 7,800 7 6 
Average, southern states...| 61 23.82 | 6.64] 456 8,220 6.2 
CMRIIONS «sha sacsses 50 32.00 | 9.00 | 624 | 20,000 7 2 
DI ce Se ot nemawntes 66.6 | 24.00 | 12.00 | 500 9,000 7 4 
Massachusetts............. 66.6 | 30.00 | 18.00 | Life 7 1.14 
New Hampshire...........| 66.6 | 30.00 | 15.00} 300 7,500 7 1 
OW BON cs scaweukcccewen 66.6 | 32.00 | 15.00} Life 7 5 
IRI RRS Fold se, 66.6 | 30.00 | 10.00 | Life 7 — 
Pennsylvania. ............. 66.6 | 25.00 | 12.50 | 500 | 12,500 7 _— 
Rhode island. ............. 60 28.00 | 15.00 {1,000 | 14,000 3 2 
Average, northern states...| 63.8 | 28.88 | 13.31 | 585 | 12,600 6.5 


























Source: Analysis of Provisions of Workmen’s Compensation Laws, Chamber of Com- 
merce of the United States, 1950. 


than in the South ($8,220). It can be argued, of course, that since wages are lower 
in the South, maximum benefits should be lower if malingering is to be checked. 
Nevertheless, insurance costs will be considerably lower, of course, if the amounts 
of benefits are lower. 

The minimum benefit required by compensation laws is not an important cost 
item unless wage rates themselves are low and expense is involved in bringing the 
percentage of benefits to the minimum. Sixty per cent of average weekly benefits 
may well be high enough so that a minimum of five or ten dollars a week will 
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apply only in exceptional cases. The extra cost will only arise when the minimum 
payment is high in a state where the average wages are low. The average mini- 
mum benefit in the South is $6.64 and ranges from $3.00 a week in Louisiana to 
$10 a week in Tennessee. The northern average is $13.31 with ranges from $9.00 
a week in Connecticut to $18 in Massachusetts. 

In their study of decelerating factors for the textile industry of Massachusetts, 
the commission in that state collected some figures showing costs per $100 of 
pay roll for the northern and southern states.1* Table 3 gives the information 
for the states found in both studies and shows clearly that the costs for $100 of 
pay roll are considerably lower in most of the southern states than in the northern 
states. Part of these differences in cost, of course, may arise because of better 


TABLE 3 


Insurance Rates for Workmen’s Compensation Insurance per $100 Payroll 
for Selected States, 1950 





I olor. icrs:k acatnngine viccdtaaermc nae $0.41 MII os .0:5: «scree sieecave 0s es eer .68 
I rn sci occcccin pcke sake ae : 0 ree 1.18 
I ote Fas cnvsac doe ucen mene -48 PE CII. 5 sagen omecueweneet .90 
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Source: Massachusetts Report, op. cit., p. 15. 


accident records and better equipment, but there is no doubt that the more 
generous laws of the northern states, particularly of Rhode Island, Massa- 
chusetts, and New York account for some of the greater cost of insurance. 

Workmen’s compensation laws are certainly less costly in the South. Probably, 
therefore, these laws will be accelerating factors in economic growth. Whether an 
employer who would come South for a cheaper workmen’s compensation law is 
the type of employer who would do the area any good is another question, but the 
fact remains that it costs an employer less for compensation insurance in Georgia 
than it does in New York or Massachusetts. In a highly competitive industry 
such cost differentials may be important. 

Because all state unemployment compensation laws have experience rating 
provisions, the tax rates and hence the costs of this type of insurance vary among 
states. Again it must be said that low unemployment compensation costs will not 
necessarily be the factor which draws a new industry to an area, but it will be a 
cost that will be watched in a competitive industry in which labor is an iraportant 
cost item. 

The costs of unemployment compensation are based upon numerous provisions 


19 Massachusetts Report, op. cit., p. 15. 
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in the several state laws. Although the Social Security Law was probably designed 
to get states to pass unemployment compensation laws thus eliminating inter- 
state competition, during the years the states have experimented with their laws 
and by administration and otherwise have sought ways of reducing costs to the 
employers. Thus, inter-state competition is again apparent. No attempt will be 
made in this paper to give a full analysis of the several unemployment compen- 
sation laws. Several cost producing factors, however, will be discussed. 


TABLE 4 


Average per cent Insured Unemployment (Average Insured Unemployment as a per cent of 
Average Covered Employment), Selected States, 1948, 1949, and the First 
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Source: U. 8. Department of Labor, Bureau of Employment Security. 


In the first place, there is in general a lower percentage of insured unemploy- 
ment in the southern states than in the New England states. This percentage 
of insured employment as calculated by the Bureau of Employment Security is 
the average insured unemployment as a per cent of average covered employment. 
It is a good index of unemployment and perhaps is an indication of the relative 
stability of the economy of a state. Table 4 indicates that the employment ex- 
perience of most of the southern states was better than the national average 
except during the months May to September, 1950. The table likewise shows 
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that the experience of the southern states as a group was uniformly more favor- 
able than that of the New England states. With less unemployment to pay for, 
the costs will, of course, be lower, provided experience rating is part of the law. 

Duration of benefits and the size of the benefits compared to the average 
weekly wage are two other factors affecting the costs of unemployment compen- 
sation to the employer. In general the laws of the southern states provide for 
shorter duration of benefits than the New England laws, and the average weekly 


TABLE 5 


Average Employer Unemployment Compensation Taz Rates, Selected States, 
1948, 1949, and 1950) 
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‘) U. S. Department of Labor, Bureau of Employment Security. 


benefits are generally a smaller proportion of the average weekly wages in the 
South than in New England. 

Less unemployment, lower benefits, and shorter duration of benefits should 
provide lower tax rates to the employer. Table 5 shows the average tax rates for 
selected states and for the United States for 1948, 1949, and 1950. Variations, to 
be sure, are great within the areas. Despite this, in neither 1949 nor 1950 did any 
New England state have a tax rate as low as the lowest of the southern states, nor 


did any of the latter have a rate as high as the highest among the New England 
states. 
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Employer tax rates for unemployment compensation can be important cost 
items. Individual employers, to be sure, can change their own rates by careful 
planning and administration, but the benefit provisions of the laws themselves 
can greatly affect the individual empioyer’s rate, no matter what he does in his 
own plant. Unemployment insurance costs, therefore, may be decelerating or 
accelerating in economic development, depending how far the particular state 
law departs from the norm of the country or the area. 

Workmen’s Compensation Laws and Unemployment Compensation Laws may 
provide decelerating and accelerating factors in economic development because 
of costs involved. Another group of laws may bring equally important economic 
results because those laws are favorable or unfavorable to union development. 


2) Union-Restricting Legislation 


The assumption has been made earlier that, given the choice, employers would 
rather operate without a union than with a union. This assumption as has been 
said would be particularly true during the early days of a business when the new 
employer is trying to establish work assignments and work out the problems 
involved in getting the best workers on the jobs they can do best. Laws, there- 
fore, which do not encourage unions will have an accelerating effect upon eco- 
nomic development even though most businessmen have no idea that by moving 
to another state they can permanently operate their plants without carrying on 
collective bargaining. 

In this general field of labor legislation southern states have been most con- 
servative. In the South only Kentucky has legislation dealing with collective 
bargaining which can be called protective for unions.?° Anti-closed shop laws on 
the other hand are found in at least six of the southern states,”" and in the other 
southern states no protective legislation has been passed. 

In the selected northern states, on the other hand, are found five of the eleven 
laws called “‘litthe Wagner Acts.” Connecticut, Massachusetts, New York, 
Pennsylvania, and Rhode Island all have state labor relations acts which must be 
classified as protective for the unions. The Massachusetts law does contain some 
restrictions upon union activities by requiring, as does the Taft-Hartley Law, a 
written request for a check-off. There are also some restrictions upon the ad- 
ministration of the closed shop both in Massachusetts and New Hampshire, but 
those restrictions are less severe than those found in the federal law. In fact, even 
the most restrictive features of the northern laws are much less restrictive than 
the definite right to work laws passed within the past few years as a result of the 
Barden amendment to the Taft-Hartley law. 

Undoubtedly, to the plant which seeks a new location free from union restric- 
tions for a short time at least, the southern states with their right-to-work laws 
offer many attractions. Certainly the states which follow the federal law in 


20 Kentucky, see Labor Law Reporter, op. cit. 
21 Such laws are found in Arkansas, Florida, Georgia, North Carolina, Tennessee, and 
Virginia. 
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encouraging collective bargaining offer fewer advantages to the new industry 
seeking to avoid for a time at least the organization of the new plant. 

Likewise important as indicating the economic climate of the two areas are the 
laws regulating the uses of injunctions in labor disputes. This is not the place te 
discuss the use of the labor injunction in industrial disputes, but the fact is, of 
course, that the Norris-LaGuardia act in limiting the use of the injunction in 
federal courts has sought to correct alleged abuses of the injunction procedures. 
This law has made the granting of injunctions in labor disputes extremely dif- 
ficult in the federal courts and has probably forced a greater use of the state courts 
for this purpose. It becomes important, then, to consider state laws on the in- 
junction procedures. 

Only one southern state, Louisiana, limits the application of the injunction 
in labor disputes, while six of the eight northern states being considered here 
regulate its use in industrial conflicts. The history of the use of the injunction 
in labor disputes shows that the procedure can be a very potent weapon in the 
labor conflict. The purpose of the anti-injunction legislation according to the law 
of one state is to “‘protect labor from the unrestrained issuance of injunctions in 
industrial disputes.’ The legislation usually defines lawful and unlawful union 
acts, provides that injunctions can be granted only after open hearing and sets 
up conditions under which temporary restraining orders may be issued. 

New industry which seeks to continue unorganized would no doubt find fighting 
unions easier if there were no anti-injunction laws to keep the employer from 
appealing to the courts during periods of labor disputes. Industry of this type 
will surely think of the South as more favorable for location than in states which 
regulate injunctions. To this extent the absence of anti-injunction laws may be an 
accelerating factor in southern development. 

There are few differences between northern and southern labor laws regulating 
strikes, picketing, and boycotts. To be sure, the northern anti-injunction laws do 
make carrying out these activities easier, but only in a few southern states and 
in no northern states have there been definite restrictions, except those con- 
cerning public utility strikes. Florida, Alabama, and Georgia have, however, 
provided severe restrictions upon the right to strike. Alabama passed a law 
requiring that all strikes must be authorized by a majority of the regular employees 
voting by secret ballot. Florida enacted a similar law, and Georgia requires 
thirty days’ written notice of intent to strike. The Alabama law has been declared 
unconstitutional by the state courts, and the Georgia law has also been inter- 
preted by the courts as being unconstitutional. Nevertheless, these statutes ex- 
press the intent of the state legislatures, and they are definitely restrictive as 
compared with the regulations found in the northern states. 

Such laws do indicate that some southern states are quite willing to restrict 
the activities of labor unions. Again it may be concluded that the industry 


seeking to remain unorganized will find it easier to do so under the more restric- 
tive laws of the South. 


22 Connecticut, see Labor Law Reporter, op. cit. 
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3) Legislation Interfering with Management’s Freedom of Operation 


A third type of labor law which may have some bearing upon the new em- 
ployer’s decision to locate in a given area or state may be called bothersome rather 
than costly or anti-union. No employer today, of course, can escape regulatory 
legislation, but he can hope for varying degrees of interference in the employ- 
ment function and working conditions. 

It is doubtful that any employer would come to one of the southern states 
because of the absence of minimum wages. He would probably find that he had to 
meet the standards of the Fair Labor Standards Act with its seventy-five cents 
minimum wage and time and one-half for overtime. Only three of the eleven 
southern states have minimum wage laws on their books, and in one of these 
three states (Louisiana) no minimum wages were in effect at the beginning of 
1949. Kentucky and Arkansas are the other southern states having minimum 
wage legislation. All of the northern states considered in this study have such 
legislation. Furthermore, seven of the northern states provide that equal pay 
must be provided for equal work regardless of the sex of the worker. 

Laws regulating the hours of labor for adults are found in all of the northern 
states and in all but two of the southern states (Alabama and Florida). These 
laws vary a great deal but in general none of them may be called particularly 
oppressive in so far as the outside limits of the regulations. It is the special 
restrictions for special groups that makes operation of plants difficult and thus 
may have an effect upon the growth of industry in a particular state. 

No southern state, for example, restricts night work by women, but five of 
the northern states have regulations to this effect. In the operation of an industry 
like textiles where competition usually necessitates three shift operations in 
order to reduce costs, restrictions upon night work for women can be particularly 
burdensome. Connecticut provides that the Commissioner of Labor may permit 
employment of women between 1 A.M. and 6 A.M. if adequate transportation 
is available, and if the health and welfare of the women workers is protected. 
Massachusetts prohibits night work by women between 11 P.M. and 6 A.M. 
although in this state too the Commissioner of Labor is authorized to suspend 
the application of the legislation until July 1, 1952. New Hampshire has estab- 
lished a maximum day of 10 hours work for women, but if the women are em- 
ployed at night, the maximum becomes 8 hours. Such a law, under the present 
federal regulations, would not be a hindrance. In Pennsylvania women may be 
employed at night only if adequate transportation is provided, special safety 
precautions taken, adequate lighting provided, etc. 

It is little wonder that the Massachusetts Commission drew particular at- 
tention to such restrictions as a factor hindering the state’s textile industry. 
They pointed out that although the Commissioner did have the right to suspend 
the hours regulation, the producer would none the less find such a situation 
difficult for long-term planning. In addition, permission is granted only in 
emergency and the law itself which provides discretionary power is in itself a 
temporary law extended from year to year. But since there had been no com- 
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plaint against the Commissioner of Labor the Commission did not recommend the 
repeal of the restriction upon night work for women when a plant operates 
beyond two shifts.” 

Massachusetts further provides for meal periods for any woman or minor 
working seven and one half hours. This law too has been found restrictive and 
the Commission has recommended its repeal.2 No such laws are found in the 
southern states. 

There are many other restrictive laws found particularly in the northern states. 
No doubt there has been need for these laws or they would not have been passed. 
Nevertheless, to an employer seeking a place to locate, the Massachusetts 
regulation that records must be kept of the temperature in textile mills, and a 
given ratio of humidity to temperatures must not be exceeded, must seem a 
nuisance at least. Some of the northern states have provided many other re- 
strictions dealing with the payment of workers. In Maine in all textile companies 
where workers are paid on a piece rate basis, pick clocks must be placed on each 
loom and weavers must be paid according to the clocks. That’s the way it’s done 
in the South too, but no labor inspector enforces the rule. In Massachusetts pick 
clocks must be used, specifications for piece work must be posted, tickets must 
be placed on each machine stating the number of roving or yarn, and the maxi- 
mum length of a piece may not exceed its intended length by more than 3 per 
cent. In Rhode Island pick clocks must be employed, and rates for piece work 
must be posted. 

Such regulations may be necessary to insure proper payment of piece rate 
workers. Nevertheless, any employer would find such restrictions onerous indeed 
and the absence of such restrictions must no doubt be considered as an accelerat- 
ing factor in the development of southern industry. 

Other restrictive laws not found in the southern states are the so-called fair 
employment practice acts. These laws have as their purpose the elimination of 
racial, religious, or national-origin discrimination in employment. Massachusetts, 
Connecticut, Rhode Island, and New York all have such laws and the Massachus- 
etts law has been amended to provide for protecting workers between the ages of 
45 and 65 from discrimination in employment.** However laudable such laws 
may be, the fact is they restrict the employer a great deal in selecting the workers 
he wishes. An employer will, therefore, if the choice can be made, go to states 
where such restrictions are not found. No such laws have been enacted in the 
South and the absence of them may be called an accelerating factor in the 
economic development of the area. 

The effect of restrictive legislation upon industry is well expressed in the 
Massachusetts report which says, ““Management representatives testified that in 
general the attitude of governmental agencies in other jurisdictions was more 
favorable to industry than in the Commonwealth. This was evidenced in many 
ways, it was stated, but particular emphasis was placed on the number of legis- 

*3 Massachusetts Report, op. cit., p. 46. 

24 Thid. 

25 Labor Law Reporter, op. cit. 
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lative proposals and enactments in the Commonwealth which were detrimental 
to the competitive position of the industry, and it was felt that little attention or 
weight was given to the objections raised by management representatives to such 
proposals.’’6 

The Commission found, in other words, that the labor climate was an im- 
portant factor in the decline of the Massachusetts textile industry. There is no 
doubt that a more favorable labor climate is an accelerating factor in this area. 


CONCLUSIONS 


This paper has attempted to show the labor factors which affect the eco- 
nomic development of the South. Due consideration must, of course, be 
given to the different types of industries involved. If an industry comes to a 
market, the labor factors may be of no importance. If the industry comes to an 
area because of labor supply or because of raw material supply, labor factors 
which affect costs will be of great importance. The degree of importance will 
depend upon the part of the total costs of production which are labor costs and 
upon the competitive condition of the industry of which the new plant is a part. 
Nevertheless labor factors must be considered and are considered by rational 
enterprises seeking to minimize costs. 

Although the Massachusetts legislation committee seems to disagree, other 
students have found that wage differentials are no longer a strong factor in pulling 
industry to this area. Differentials have been growing smaller, and many in- 
dustries putting branches in the South bring their northern wage scale with 
them rather than paying the going rate for the area. The weakness of the trade 
unions in the area, however, certainly is an accelerating factor in the South’s 
development. Once again let it be said that this does not mean that industrialists 
have an idea that their plants will remain permanently unorganized nor are 
these industrialists fleeing the unions. The lag in the organizational program after 
the start of the new industry may give the new employer a chance to develop his 
plant without the restrictions of union regulations having to do with the oper- 
ation of the plant. Those early years are most important for a new industry. 

Finally, the lack of labor legislation and the nature of the legislation which 
does exist in this area undoubtedly are accelerating factors. It costs less to 
insure workers against accident and unemployment in the South than in the 
North. The legislation in the South regarding trade unions is restrictive rather 
than protective as it is in the North. And protective legislation, excellent though 
it may be, may become very burdensome to a manufacturer. The laws in the 
southern states will burden very few employers. 


26 Massachusetts Report, op. cit., pp. 41-42. 











EVOLUTION OF NATIONAL MULTI-EMPLOYER 
COLLECTIVE BARGAINING 


JULES BACKMAN AND A. L. GITLOW 
New York University 


The literature dealing with multi-employer collective bargaining appears to 
be concerned primarily with these questions: (1) what is its effect on the relative 
bargaining power of labor and management? (2) does it contribute to industrial 
harmony? (3) what are its economic consequences? (4) what are its political 
consequences? (5) what is likely to be its impact upon the competitive funda- 
mentals of our economic system? and, (6) how extensively does it exist in col- 
lective bargaining? These are all questions of vital importance. However, there 
is another question which also is significant to an understanding of multi- 


employer bargaining. This additional question is: how does multi-employer 
bargaining evolve? 


PATTERNS OF EVOLUTION 


Multi-Employer: The general pattern in the evolution of collective bargaining 
is from the single plant unit to the national multi-employer group. However, 
there are various routes from journey’s start to its conclusion. For example, a 
review of the development of collective bargaining, as well as union statements, 
in the men’s clothing, rubber, flat glass, railroads, steel, full-fashioned hosiery, 
pressed and blown glassware, pottery (general ware), paper and pulp, and print- 
ing industries reveals at least three alternative avenues to national multi-em- 
ployer bargaining: 

(a) Individual plant to company-wide to national multi-employer; 

(b) Individual plant to area-wide to national multi-employer: 

(c) Individual plant to company-wide to area-wide to national multi-employer. 

When a union has travelled only a portion of the road, outstanding labor 
leaders like Mr. Walter Reuther leave no doubt as to the ultimate goal. There 
is another way station which has been particularly important in mass production 
industries, namely, company-wide bargaining with the largest companies com- 
bined with “‘pattern bargaining” for the remainder of the industry. Here we 
have industry-wide results without the formality of industry-wide bargaining.! 

The basic pattern is complicated further in that some collective bargaining 
relationships appear to leap full-blown into existence at some advanced point 
on the route to national multi-employer collective bargaining. At least this 
seems to have been the situation in the Pacific Coast pulp and paper industry 
and the general ware branch of the pottery industry. 

Multi or Cross Industry Bargaining: The second basic pattern of evolution in 
collective bargaining involves the development of multi-industry or cross-industry 

1 See Hiram §S. Hall, ‘‘Impact of the Bargaining Unit on Labor Management Relations,”’ 


NYU Second Annual Conference on Labor, pp. 35, 39, 40, 41, 42, for a general description of 
the evolution of multi-employer collective bargaining. 
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bargaining. This pattern is not set apart because it is fundamentally different 
in its origins from the multi-employer pattern. Rather, it is set apart because it 
suggests the ultimate objective towards which a part of organized labor is trying 
to drive collective bargaining in the United States. In this pattern, bargaining 
bursts the bounds of a single industry and leaps abroad to span a number of 
industries. Two outstanding case examples are the Teamsters’ Union and the 
San Francisco Employers’ Council. Essentially, a union, or combination of 
unions embracing several industries, makes joint or identical demands on the 
employers in those industries. The united action by labor creates a community 
of interest among the employers in these diverse industries and tends to drive 
them together for the purpose of collective bargaining. 


The Attitude of Union Leaders 


Leading personalities in the trade union world recognize the pattern clearly, 
are enamored of it, and suit their tactics to the achievement of the pattern’s 
ultimate stage. Mr. Walter Reuther, for example, has left nc doubt on this 
score in the following statement: 


An industry-wide wage agreement based on the principle of equal pay for equal work 
without regard to products being manufactured or the geographical location of the plant 
is the most important economic objective of our union. 

We must replace our present system of carrying on hundreds of isolated and unco- 
ordinated wage negotiations in plants and corporations throughout our industry with 
wage conferences of the entire industry, where the full power of our union can be ex- 
pressed and translated into an industry-wide agreement for our entire membership... 

The first logical step in the carrying forward of such a program is the establishment of 
corporation-wide wage agreements in multiple plant corporations, and the equalization 
of wages within and between plants in such corporations... 

The second logical step in this program is the establishment of wage agreements based 
on equal pay for equal work in all plants and corporations doing comparable work within 
a section of our industry, such as the spring, foundry, forge and other sections... 

The establishment of uniform terminal clauses in our wage agreements will represent 
an important step in this program. 

The final culmination of our wage program must result in the establishment of an 
industry-wide wage agreement based upon equal pay for equal work, regardless of the 
products manufactured, or the geographical location of the plant. 


Similarly, Solomon Barkin, Research Director of the Textile Workers Union, 
has pointed out: 


. «. sometimes as an intermediate step, a union reaches out and organizes all units of 
the same company... 





2 “*A Program for UAW-CIO Members—Workers—Consumers—Citizens,”’ submitted to 
the International Executive Board, UAW-CIO, April 25, 1946, Walter Reuther. 

3 Solomon Barkin, “National Collective Bargaining,” Personnel Journal, Nov. 1946, pp- 
154-160. See also Hearings before the Joint Committee on Labor-Management Relations, 
80th Congress, 2nd Session, on the operation of the Labor-Management Relations Act, 
1947, May-June, 1948, Part 2, pp. 803-806. 
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Trade unions are constantly pressing for the wider unit of individual collective bar- 
gaining which may assume many forms. It may be city-wide, area-wide or national; but 
the form is of secondary consequence. The crucial fact is that there is a move to an in- 
dustry-wide level of collective bargaining. 


Barkin believes that the next great development is national collective bar- 
gaining, and multi-industry bargaining appears to establish a vital connecting 
link, even though the San Francisco Employers’ Council has not advocated 
“*. . . nation-wide or inter-state bargaining either on a company-wide basis or by 
employer groups.”* Leo Wolman has warned about this ultimate trade union 
objective in these words:® 


This, of course, accounts for the preference of trade unions—which would otherwise 
seem incomprehensible or even foolish—to deal with representative employers’ associa- 
tions instead of dealing with employers individually. The more employers the wage 
agreement covers, the less will it affect the competitive position of any one of them within 
the industry and the easier will it be to shift higher wages on to prices. The nezt step, 
naturally, is a unified wage bargaining system covering all industries . . . (Italics added.) 


Although some labor leaders want national multi-employer bargaining, and 
are striving to achieve it, they face two facts. First, collective bargaining may be 
reduced in scope as well as expand. There is no line, definitely determined, of 
inescapable development. Examples of a reversal of trend are found in the stove 
industry® and in the abandonment of industry-wide bargaining in the iron and 
steel industry around the turn of the century.’ Thus, the term “evolution,” as 
applied to collective bargaining, indicates merely change from simple to com- 
plex, without indicating any element of unavoidable determinism.’ Second, the 
evolution of collective bargaining must occur within the framework of an in- 
dustry’s economic characteristics. Given combinations of economic characteris- 
tics set definite limits on the degree to which collective bargaining may develop 
in given industries.° 


DIGESTS OF EXPERIENCE 


We have noted several avenues along which labor and management may travel 
from atomistic to national multi-employer bargaining. Examples of the individual 
plant to area-wide to national multi-employer route are found in the men’s cloth- 


4G. O. Bahrs, The San Francisco Employers’ Council, p. 1. 

5L. Wolman, Industry-Wide Bargaining, p. 28. 

* R.A. Lester and E. A. Robie, Wages Under National and Regional Collective Bargaining, 
p. 32. 

7 Robert Tilove, Collective Bargaining in the Steel Industry, pp. 28-29. 

§ C. Golden and H. Ruttenberg, The Dynamics of Industrial Democracy. p. 295. These 
authors would disagree. They have said, ‘The natural outgrowth of local plant and in- 
dividual-company collective bargaining is bargaining between district or industry-wide 
organizations of management and unions.”’ See also p. 314. 

® Professor F. C. Pierson has concluded, ‘‘The fact that industry-wide bargaining is 
comparatively rare in American industry suggests that this type of union-employer rela- 


tionship may not be adapted to most industries.’’ Multi-Employer Bargaining: Nature and 
Scope, p. 37. 
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ing,’° full fashioned hosiery," pressed and blown glassware,” and printing in- 
dustries."* 

Men’s Clothing: At the turn of the century, the men’s clothing industry was 
characterized by sweatshops, several thousand competitively cutthroat business 
units, inefficiency, strikes and lockouts. The impact of Sidney Hillman and the 
Amalgamated clothing workers on the industry really began with the 1910 strike 
in Chicago, which resulted in the famous Hart, Schaffner and Marx agreement. 
This agreement included a provision for voluntary arbitration of disputes. The 
impartial chairmanship set up on this foundation was an important factor in 
achieving greater uniformity in the industry at a later date. By 1929, every 
major clothing market was organized, and following 1933 collective bargaining 
developed into an area-wide process. Inter-market competition, however, was 
felt to be a threat by the Amalgamated leadership. The National Industrial 
Recovery Act provided the link by which the determination of wages and hours 
was elevated to an industry-wide basis. In 1936, the various manufacturers 
associations set up an ad hoc committee which negotiated an industry-wide 12 
per cent wage increase, to be effective May 15, 1937. Today, most important 
issues are settled on a national basis, through joint bargaining by the Amalga- 
mated and the Clothing Manufacturers Association of the United States. The 
latter was organized in 1933 due to the impetus of the NRA but did not begin 
to serve officially as the national employers’ agency in collective bargaining 
negotiations until 1941. By 1947, it represented some 850 firms manufacturing 
over 90 per cent of the product value of the industry. 

Full Fashioned Hosiery: In the full fashioned hosiery industry, atomistic local 
bargaining was replaced by an area-wide piece-rate agreement between the 
Full-Fashioned Hosiery Manufacturers of Philadelphia and that city’s locai of 
the union in 1913. It was not until 1929 that local bargaining was supplanted by 
national bargaining.“ 

Pressed and Blown Glassware: The story in pressed and blown glassware is 
somewhat similar. Mr. Milton Derber has described the development as follows: 


In the pressed and blown ware industry, collective bargaining was carried on before 
1888 with employers singly or in informal groups. The first association, the Associated 
Manufacturers of Pressed Glassware, grew out of a strike settlement in that year in the 
Pittsburgh district. 


10 Hearings, 80th Congress, 2nd Session, Part 1, op.cit., pp. 404-405 and Part 2, pp. 959- 
964. 

1 Lester and Robie, op. cit., p. 47. 

12 Milton Derber, How Collective Bargaining Works, p. 694. See also Jay W. Blum, Na- 
tional Collective Bargaining in the Flint Glass Industry, unpublished Ph.D. dissertation, 
Princeton, typewritten, p. 49. 

18 Tbid., pp. 48-51, 64. Also Hearings before the Committee on Labor and Public Welfare, 
U.S. Senate, 8lst Congress, Ist Session, on S. 249, Part 3, Feb. 10, 1949, pp. 1562, 1563. 

14 Lester and Robie, op. cit., p. 47. 

16 Milton Derber, op. cit., p. 694. 
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Printing: In the printing industry, individual bargaining was supplanted by 
city or area-wide agreements, followed by a national arbitration arrangement 
between the International Typographical Union and the American Newspaper 
Publishers Association. Although the formal national arbitration agreements, 
begun in 1900, were abandoned in 1922, the machinery established has continued 
to function with almost undiminished vigor (at least until the ITU difficulties 
which began with the Labor Management Relations Act of 1947). These agree- 
ments stimulated the use of standard or form contracts. Yet formal national 
multi-employer bargaining never developed. Despite this fact, the union (ITU) 
has achieved the effects of such bargaining by virtue of its unilateral policy of 
refusing permission to any local to undercut the minimum economic conditions 
of work set forth in its International Law Book. The national arbitration agree- 
ments broke down in 1922 as a consequence of union refusal to submit certain 
rules in this book to collective bargaining. Woodruff Randolph, president of the 
ITU, explained the union’s adherence to the International Law Book in these 
words:'® 


...in cases where we have already made gains and try to get the stragglers in the 
industry to try to come up, bearing in mind that the greater portion, at least, of the num- 
bers of employers in this industry are not members of associations, and where once an 
agreement is made with an association or a group of employers, it is up to the union to 
see that that is enforced in other places, and there has to be a standard, and there has 
to be a way of approaching a standard. This International Law Book, and general laws 
provided in this book having to do with economic matters, are the minimum of union 
conditions that we insist upon. 


Another route to national multi-employer bargaining is the one which travels 
via multi-plant company-wide agreements. The flat glass!” and rubber" industries 
are examples. 

Flat Glass: In the flat glass industry, limited plant agreements between Libby- 
Owens-Ford and the Window Glass Cutters’ League of America were replaced 
by broader contracts. This followed the organization of the industry’s unskilled 
and semi-skilled workers by the Federation of Flat Glass Workers (AFL) [which 
later became the Federation of Glass, Ceramic and Silica Sand Workers of Amer- 
ica (CIO)]. By 1936, the union had successfully obtained joint bargaining with 
the industry’s two major producers, Libby-Owens-Ford and Pittsburgh Plate 
Glass, on a multi-plant basis. The resulting agreements are called the “Big 
Glass” agreements. Other producers, organized in the Fourcault group, closely 
follow the pattern established by the union with the two major corporations.’ 


16 Hearings before the Committee on Labor and Public Welfare, U. S. Senate, 81st Con- 
gress, Ist Session, on S. 249, Part 3, Feb. 10, 1949, pp. 1562, 1563. 

17 Frederick H. Harbison and King Carr, The Libby-Owens-Ford Glass Company, Causes 
of Industrial Peace Under Collective Bargaining, National Planning Association, Case 
Study 2, pp. 9-12. 

18 Proceedings of the Conference on Industry-Wide Collective Bargaining, May 14, 1948, 
pp. 26, 56-61. 

19 In this respect, the flat glass industry could serve also as an illustration of the impor- 
tance of wage and pattern following in achieving national, multi-employer results. 
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The effective result is what amounts to industry-wide bargaining. In this case, 
industry-wide results were achieved almost simultaneously with company-wide 
bargaining. 

Rubber: In this industry, local plant agreements were supplanted by multi- 
plant company-wide and multi-employer (Big 4) agreements simultaneously. 
This appears to have been, in large measure, a consequence of the industry- 
wide decisions of the National War Labor Board. Mr. G. L. Patterson, Counsel 
of the United Rubber Workers, maintained that these decisions were responsible 
for turning the thinking of the union leadership in the direction of industry-wide 
negotiations. The evolution from plant to company-wide to multi-employer 
bargaining has been described by Mr. Fred W. Climer, Vice-President of Good- 
year Tire and Rubber Co., as follows: 


All of the first contracts negotiated (by Goodyear Tire & Rubber Co.) with the Rubber 
Workers were concluded on a local plant basis; in fact, very rarely in those early sessions 
did a representative of the union, of the international union, appear either in negotiations 
or in the settlement of grievances. This condition continued until two years ago. Then 
when the local plant contracts were up for renewal we found it almost impossible to con- 
clude them. A local union was afraid to make a concession for fear it would incur the 
wrath of the other locals, and I might say our local plant management seemed in about 
the same frame of mind. The International Rubber Workers Union proposed that we 
negotiate a company-wide contract... 

Offers were made, but no settlement reached and no strike was called. Out of that 
stalemate came the suggestion that the Big Four companies meet together with the 
international and all the locals involved, and negotiate the seven-point program. This 
was a radical suggestion and required plenty of consideration.” 


An agreement was reached between the Big Four and the union and became 
the basis for pattern bargaining in the remainder of the industry in 1946. Again 
in 1947, this procedure was followed. Since that year, however, the companies 
have returned to company-wide bargaining. 

Railroads: The railroad industry has known trade unions and collective bar- 
gaining for many years. Consequently, it is not surprising that it has travelled 
the whole distance to complete national multi-employer bargaining on wages 
and many important rules changes. In this industry, the evolution was from 
individual shop or plant to company or system wide to area wide to national multi- 
employer. Also, the picture in the railroad industry is complicated by the fact 
that area wide and national multi-employer bargaining have been coexistent with 
multi-union bargaining. Many years ago the railroad unions began the practice 
of banding together for the purpose of collective bargaining. 

Dr. Harry D. Wolf has told the story of the early years of negotiation in the 
railroad industry: 


From about 1900 to the World War a number of railroad unions grew fairly steadily, 
with the transportation brotherhoods leading the way. When the government took over 
the roads during the war, the transportation brotherhoods had agreements on practically 
all roads in the country. Of outstanding importance during this period were the “concerted 


20 Ibid, pp. 3-5. 
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movements” instituted by the conductors, who were shortly joined by the trainmen, in 
western territory in 1902. In effect, they amounted to collective bargaining on a regional 
rather than a system basis. They strengthened the bargaining power of the organizations 
and secured their object—greater uniformity of wages, hours and working conditions 
throughout the country. Altogether there were eighteen of these movements between 1902 
and 1915. The engineers and firemen, the trainmen and conductors, combined forces 2. 
number of times. In 1915 all four organizations jointly participated in a drive for the 
eight-hour-day, the outcome of which was the Adamson Eight-Hour Law.” 


During and immediately after World War I the railroads were subject to 
federal control. Wages and working conditions were considered on a national 
level and were made more uniform. The post-1929 depression provided a powerful 
stimulus to industry-wide decisions. In 1931 the railroad managements wished 
a 15 per cent industry-wide cut in wage rates. To accomplish this objective, a 
national union-employer conference was called. It agreed upon a 10 per cent cut. 
Four successive agreements were made on this basis, culminating in March 1935, 
with restoration of the earlier cuts. The pattern of national multi-employer 
bargaining was established and has been followed since. 

Paper and Pulp: We have noted that collective bargaining development need 
not go through the atomistic, individual plant stage. Jt may start at the area or 
company-wide level. In the Pacific Coast pulp and paper industry, union organiza- 
tion was followed immediately by a regional multi-employer collective bargaining 
agreement,” which was negotiated within three days. Collective bargaining, in 
this industry, has remained at this level. 

Pottery and General Ware: American labor history provides another old example 
of collective bargaining starting on an advanced level in the case of the general 
ware branch of the pottery industry. Mr. David A. McCabe described the situa- 
tion as follows:¥ 


... Prior to 1897 collective bargaining and joint agreements were the exception rather 
than the rule in the general ware industry. The Trenton manufacturers had dealt with 
the organized operatives for a dozen years or more, but in the West the opposition of most 
of the employers to the new Brotherhood, as it had been to the Knights of Labor, was 
“active and seemed impregnable.” When sectional bargaining appeared in the West in 
1897, it was not as a development from a generally established system of shop bargaining. 
The employers were brought as a group to see the advantages of collective action for the section, 
and even for the country as a whole, before the majority of the manufacturers in the west had 
exhibited any willingness to treat individually with the operative’s organization. (Italics 
added.) 


Examples of multi- or cross-industry bargaining are found in the trucking “‘in- 
dustry’ and the San Francisco Employers’ Council. Many industries operate 


21 Milton Derber, op. cit., pp. 323-325. 

22 Clark Kerr and Roger Randall, Crown Zellerbach Corporation and the Pacific Coast 
Pulp and Paper Industry, National Planning Association, Case Study 1, Causes of Indus- 
trial Peace Under Collective Bargaining, pp. 1, 2, 31-35. 

28 David A. McCabe, National Collective Bargaining in the Pottery Industry, p. 89. (Italics 
added.) 

24 Nathan P. Feinsinger, Collective Bargaining in the Trucking Industry, pp. 39, 40. 
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trucks, and this has brought diverse employers together to deal with the Team- 
sters’ union. Mr. George O. Bahrs, discussing the San Francisco Employers’ 
Council, explained the fundamental forces when he said: 


The elements of self-interest led to the evolution of bargaining groups of those employers 
in the same line of business and dealing with the same union. Of these two factors, dealing 
with the same union was found to be of far greater importance than activities in the same 
line of business. Employers have effectively grouped together for bargaining purposes even 
though their businesses were dissimilar and solely because of the common problem of dealing 
with the same union or unions. The metal trades group, for example, embraces a variety 
of employer operations ranging from the manufacture of metal bottle caps to the produc- 
tion of complex electrical equipment or the manufacture of extremely heavy machinery 
such as large size Diesel engines. The distributors’ group is banded together solely because 
its members bargain with the same union, and employers include drug, hardware, dry- 
goods, and liquor-houses and wholesale grocery operations. 

However different their operations may be, the members of these groups employ the 
same type of workers and bargain with the same union. Even though these employers 
may be in different lines of business, this one common interest in the terms and conditions 
of employment of their labor force furnishes the necessary community of interest for 
effective group bargaining.” 


PATTERN BARGAINING 


One of the most widely used types of bargaining is pattern bargaining. This 
type has become of major importance since the organization of the C.I.O. Under 
pattern bargaining, a company-wide agreement is reached with one of the large 
companies and then that same settlement is pressed upon the other companies 
in the industry. Thus, for example, agreements reached with U.S. Steel Corpora- 
tion have usually become the basis for settlement with other steel companies. 
The experience in the glass and rubber industries has been cited earlier. 

Steel: Section 7 (a) of the National Industrial Recovery Act stimulated the 
steel corporations to encourage the development of employee-representation 
plans. Some of these plans, viz., Bethlehem, had been instituted in the immediate 
post-World War I period. They appear to have been individual plans, rather 
than company-wide plans. 

In the summer of 1936, the Steel Workers Organizing Committee announced 
its intention of bringing the steel workers into an industrial union. In March 
1937, U. S. Steel entered into collective bargaining agreements with the Steel 
Workers Organizing Committee. Many small producers followed suit. These 
agreements were company-wide in scope, a fact dramatized by the Taylor-Lewis 
talks.2* However, the “Little Steel” group (Bethlehem, Republic, Youngstown, 
Inland, etc.) refused to follow. This refusal resulted in the 1937 “Little Steel” 
strike. Several years of court action ensued. Finally, these companies too con- 
cluded company-wide agreements with the steel workers. 

Since these events, the steel industry has practiced company-wide bargaining 
accompanied by a follow the leader wage policy.” In short, though contracts are 

25 Bahrs, op. cit., pp. 19, 20. 


26 Golden and Ruttenberg, op. cit., p. 63. 
27 Tilove, op. cit., p. iv. 
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made separately for each company, the results of industry-wide bargaining have 
been approximated, because most concerns in the industry traditionally follow 
the lead of U.S. Steel. As Mr. Tilove has remarked, ‘“The economics, geography, 
and traditions of the steel industry have all exerted strong pressures toward 


uniformity and interrelation of movement as respects the terms of employ- 
ment.””8 


The influence of government, exerted through the National War Labor Board, 
O.P.A., and fact-finding boards, has on occasion forced the steel industry rela- 
tively close to industry-wide employer unity and organization in the labor rela- 
tions field. Thus, Mr. Tilove has pointed out that the 1944 steel case before the 
National War Labor Board joined the steel companies together into one hearing. 
In his words:?° 


A significant feature of this case was coordination of the companies’ presentation by 
the Steel Case Research Committee. It was an obvious and specific answer to an obvious 
and specific need. The demands of the Steelworkers on 86 companies were going to be 
heard in one integrated hearing. In the absence of any arrangement for a cooperative 
presentation of their case, the companies would have been left to a flood of repetitive 
individual arguments or to an unbecoming, silent reliance on the Corporation. The 
Research Committee provided a vehicle for parceling out the industry presentation, 
without restraining any individual company if it sought to argue points of distinction. 

The industry was apparently not unaware that this might look like industry-wide 
bargaining. The Research Committee was therefore introduced by its chairman with 
a sensitive, albeit implied, disavowal. 


Woolens: An interesting variation is found in the woolen industry. This has 
been described by a union spokesman as follows: 


In the woolen industry, one company controls about one quarter of the production, the 
American Woolen Company. Negotiations with the industry, begins with a conference of 
about 170 woolen companies at which the union presents its proposals. The management’s 
spokesman headed by the American Woolen Company, present their views. If no agree- 
ment is reached, the conference breaks up. There is no other industry-wide conference or 
agency to carry on. The union then negotiates directly with the American Woolen Com- 
pany. The agreement reached with it becomes the standard. The rest of the industry follows 
suit by signing a similar agreement. This is a preliminary stage in the advance to industry- 
wide collective bargaining, to be followed by active continuous industry negotiations. (Italics 
added.)?° 

Professor Pierson in commenting on this situation notes ‘‘While no formal 
employer-association bargaining is involved, these facts support the conclusion 
that the employer spokesman represents other firms in everything but name, 
and that, therefore, bargaining goes beyond the wage-leader type of situation.’”*! 
In many of these company-wide-industry pattern bargaining cases, the effects 
of national multi-employer bargaining have been achieved without the formal 
use of that mechanism. 


8 Ibid. 

29 Ibid, p. 8. 

30 Solomon Barkin, op. cit., p. 155. 
31 Pierson, op. cit., p. 28. 
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Automobiles: The automobile industry provided another interesting illustra- 
tion of “pattern bargaining” in the summer of 1950. In this instance, an agree- 
ment between General Motors Corporation and the U.A.W. became the basis 
for settlements with other leading automobile producers. While some differences 
developed between the contracts, the GM provisions for a five year contract with 
an annual wage increase and cost of living adjustments were included in con- 
tracts with Packard, Studebaker and Ford. In explaining the Ford contract, 
Mr. Ernest R. Breach, executive vice-president stated: ‘The fact is that a pattern 
has been set for the automobile industry, and its effect under present circum- 
stances is recognized at Ford Motor Company.’ (Italics added.) 


DEVICES CONTRIBUTING TO EVOLUTION 


The evolution from plant bargaining to more comprehensive types of bar- 
gaining has been facilitated by several factors which tend to bring about greater 
uniformity. These include: (1) the use of standard contract clauses; (2) grievance 
machinery; (3) uniform contract termination dates; (4) the participation of 
government. 

1. Standard Contract Clauses: Such clauses, in individual plant contracts, 
narrow the diversity of the individual contracts. They increase the area of uni- 
formity, and facilitate the negotiations which mark the evolution from atomistic 
to multi-plant and multi-employer bargaining. The employment of standard 
contract clauses is encouraged now by at least two factors: (a) the growth of 
centralized, professional research and legal departments at the international 
executive level of American trade unions; and, (b) the research in and publica- 
tion of standard contract clauses by the Bureau of Labor Statistics (in accordance 
with section 211 (a) of the Labor Management Relations Act, 1947) as well as 
other agencies. Naturally, the use of standard contract clauses eases the work 
of both union and employer representatives, and this is also a consideration in 
their increasingly wide adoption. With the area of differences in contracts steadily 
narrowed, it becomes easier to obtain joint action upon the remaining contract 
provisions. 

2. Grievance Machinery: The creation of an impartial chairmanship or perma- 
nent arbitration also serves to reduce diversity and increase uniformity. In this 
connection, Mr. G. L. Patterson of the United Rubber Workers has pointed 
out that the rubber industry “... agreed upon a common arbitrator-umpire to 
interpret and apply those contract provisions throughout the various plants of 
each company, and uniform methods of resolving disputes are resulting in the 
construction of a body of labor relations law which will be a basic and helpful 
guide to the parties in their future relationships.” (Italics added.) The impor- 
tance of this factor in the printing industry has been mentioned earlier.* Joint 
action in this area begets further uniformity as the companies in the industry 
become accustomed to working together. 


32 New York Times, September 5, 1950, p. 19. 


33 See also Jesse T. Carpenter, Employers’ Associations and Collective Bargaining in New 
York City, pp. 306-309, and John W. Seybold, The Philadelphia Printing Industry. 
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3. Union Contract Termination Dates: This is an effective union tactic for 
enlarging the scope of collective bargaining. The Bureau of Labor Statistics has 
noted in connection with the meat packing industry: 


A degree of standardization has been achieved in the meat packing industry through 
the medium of uniform expiration dates of the agreements with the principal packers. 
Certain agreements affecting a large number of workers negotiated by the United Packing- 
house Workers of America (CIO) and by the Amalgamated Meat Cutters and Butchers 
Workmen of North America (AFL), covering various plants of the four largest corpora- 
tions in the industry, have expired on the same day each year for several years.** 


Messrs. Lester and Robie have noted a similar situation in the flat glass in- 
dustry: 


During recent years, the agreements of the Cutters League with all firms have expired 
on the same date, whereas the Federation’s contracts with the two big firms have a 
termination date of February first, which is 15 days before the agreement with the Four- 
cault Manufactures expires.*® 


When a number of plants, in a multi-plant corporation, face simultaneous bar- 
gaining with a single union, they must coordinate their bargaining vis-a-vis the 
union. Otherwise, the union is in an ideal position to use one plant’s concessions 
against another. With a single plant bargaining individually, under such circum- 
stances, the union may collect the concessions offered by each, total them, and 
demand the aggregate from each. The same logic would apply to individual em- 
ployers bargaining with a union in an area-wide negotiation. 

4. Government Participation: We have seen earlier the vital role government 
has played in the evolution of collective bargaining in the railroad, rubber, and 
steel industry. Professor E. H. Van Delden of New York University, formerly 
director of industrial relations for Libby-Owens-Ford, pointed out the importance 
of government in an excellent paper before the American Management Associa- 
tion. He noted that government has had a six-fold influence on the development 
of collective bargaining: (a) Through the National War Labcr Board, it es- 
tablished commissions, arbitrators, and referees on a national and area industry 
basis.” (b) The decisions of the National Labor Relations Board determined that 
multiple-unit bargaining provided a sound basis for collective bargaining. (c) 
The Fair Labor Standards Act and the Walsh-Healey Act established industry 
minima for wages. (d) The O. P. A. established price adjustments on an industry- 
wide basis. (e) The War Production Board rationed materials on an industry-wide 
basis. (f) The War Manpower Commission and Selective Service developed 
manpower controls and administered the draft on an industry-wide basis. 


3% U.S. Department of Labor, Collective Bargaining with Associations and Groups of 
Employers, BLS Bulletin No. 897, pp. 8, 9. 

35 Lester and Robie, op. cit., p. 71. 

36 C. Kerr and G. Halverson, Lockheed Aircraft Corp. and IAM,’ National Planning 
Association, Causes of Industrial Peace, Case Study No. 6, pp. 75. Also, Lester and Robie, 
op. cit., p. 62 for silk and rayon dyeing and finishing. 
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To this list can be added the important role played by fact-finding boards, 
whether possessed of powers of recommendation or not, in major labor disputes. 
Similarly, the National Industrial Recovery Act, through the resulting codes 
influenced collective bargaining evolution. The Pacific Coast pulp and paper in- 
dustry, cited earlier, provides an interesting example of the indirect manner in 
which government participation in the economic sphere may pooduce important 
results, which are unintended and perhaps unforeseen. Mr. J. D. Zellerbach, 
President of Crown Zellerbach, served on the pulp and paper code authority in 
1933 and 1934 with Mr. John P. Burke, President of the Pulp Workers Union, and 
Mr. Mathew Burns, President of the Paper Makers. In the course of this inti- 
mate, day-to-day relationship, he formed a high opinion of their statesmanship 
and knowledge of the industry.” Simultaneously, the unions began organization 
in the West Coast pulp and paper industry in 1933. In August 1934, they asked 
the negotiation of a contract. Within three days, a uniform coastwide agreement 
had been signed covering most of the industry. One may be mindful of the logical 
pitfalls of post hoc propter hoc and yet see in this instance a connection between 
the cooperation of Messrs. Zellerbach, Burke, and Burns on the code authority 
and the unusual speed with which area-wide collective bargaining was accepted 


from the beginning by the West Coast pulp and paper industry. There undoubt- 
edly have been other cases. 


CONCLUSION 


Company and/or area-wide collective bargaining are clearly critical half-way 
stations on the road to national multi-employer bargaining. Union leaders have 
made this plain in their statements. And, of course, the statements are reinforced 
by the case examples. The initial breach in the wall of individual employer col- 
lective bargaining is made with the acceptance of company-wide or area-wide 
bargaining. Uniformity, being significantly extended in some instances, becomes 
even more extensible. A subtle shift takes place in employer attitudes and psy- 
chology. The final extension of collective bargaining to a national multi-employer 
level seems to many employers the path of reason and rectitude, of equity and 
equality. 

The particular rungs by which, as well as the speed with which, employers 
ascend the collective bargaining ladder from the atomistic to the national multi- 
employer plane are significantly influenced by: (a) the type of union organization 
and (b) the economic characteristics of the industry. 

Thus, the type of union organization, whether craft or industrial, appears to 
influence the speed and evolutionary collective bargaining route travelled. Craft 
unions have a fairly strong tradition of local autonomy in the administration of 


‘both union affairs and negotiations, while industrial unions have developed a 


pattern of centralization in these spheres. Thus, an international representative 
of one of the 7 AFL unions dealing with the Nashua Gummed and Coated Paper 
Company said: “I don’t believe any outsider like myself knows what people in 


37 Clark Kerr and Roger Randall, Collective Bargaining in the Pacific Coast Pulp and 
Paper Industry, p. 7. 
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a particular locale should have. What would work well in one plant would not 
do well in another. The locals are happier with local autonomy, and it makes 
for a better local labor-management relationship, too.” On the other hand, 
Article XVII (Contracts), Section 1, of the United Steel Workers constitution, 
provides: “The International Union shall be a party to all collective bargaining 
agreements and all such agreements shall be signed by the International 
Officers.’”** 

Economic characteristics, such as the degree of centralization and the scope 
of the product market, appear to influence both the speed and the route of the 
climb. Industries characterized by small scale operations would probably move 
from individual plant to area-wide bargaining (e.g., men’s clothing, full-fashioned 
hosiery), while those marked by concentration and large scale operations would 
probably move from individual plant to company-wide bargaining (e.g., rubber, 
autos, flat glass, steel). In the former, the change from individual plant to area- 
wide would usually take a fairly long period of time. In the latter, it would be 
rapid, and the individual plant bargaining stage might be eclipsed altogether. 


38 Cherles A. Meyers and George P. Shultz, Nashua Gummed and Coated Paper Company 
and Seven AFL Unions, National Planning Association, Causes of Industrial Peace Under 
Collective Bargaining, Case Study No. 7, p. 32. 

3® Constitution, United Steel Workers of America, CIO, effective May 15, 1948. 

4° Lester and Robie, op. cit., p. 44. 




















LABOR FORCE MEASUREMENT IN A PRE- 
INDUSTRIAL ECONOMY: 


SIMON ROTTENBERG 


University of Puerto Rico 


Statistical series on the labor force are relevant to the formulation of a wide 
range of public policies and to an understanding of the limits of the capacity 
of the economy to produce goods and services. More and more governments are 
becoming aware of the usefulness of these series and are developing labor force 
statistics, either at periodic censuses or during inter-censal periods. 

As additional series have been developed, it has become apparent that labor 
force definitions have more than a single dimension.? Definitional differences 
may result in considerable variance in the statistical results of labor force 
measurement within an economy from one time to another; they may also cause 
statistical series for two different places to be non-comparable. 

The statistics lose some of their usefulness when the content of the categories 
into which the labor force is separated is not held constant or when there are 
content differentials in the total labor force concepts of two places. The relative 
degree of unemployment, for example, between two countries cannot be known, 
unless “unemployment” comprehends, in both, persons with the same status. 

In an effort to reduce the area of non-comparability between series for different 
places, labor force statisticians have been attempting, for some years, through 
the agencies of the League of Nations, the International Labor Office and the 
United Nations, to establish standards for labor force measurement.* 

The conferences of statisticians convened under the auspices of the inter- 
national agencies have accepted the labor force concepts currently employed in 
the United States, and the definitions and measurement techniques employed 
there are the basis for the recommendations for standards that should apply in 
all countries. 

The Sixth International Conference of Labor Statisticians, convened in 1947, 
proposed 


1 The field research work on which this note is based was done under a fellowship grant 
of the Social Science Research Council, for which the author is grateful. 

2 “How Much Unemployment?” in Review of Economics and Statistics, Feb. 1950, pp. 
49 ff. 

3 International Labor Office, The International Standardization of Labour Statistics, 
(Studies and Reports, Series N, No. 25, Montreal, 1943; League of Nations, Statistics of 
the Gainfully Occupied Population: Definitions and Classifications Recommended by the 
Committee of Statistical Experts, (Studies and Reports on Statistical Methods, No. 1), 
Geneva, 1938; International Labor Office, International Standards for Statistics of Employ- 
ment. Unemployment and the Labour Force, Cost of living and Industrial Injuries, Adopted 
by the Sixth International of Labour Statisticians, Montreal, 1947; United Nations, Popula- 
tion Division, in collaboration with the International Labor Office, The Labour Force: 
Problems of Census Definition and Enumeration, (Studies in Census Methods, No. 4), Lake 
Success, 1948. 
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Statistics of the “civilian labour force” should include all civilian persons above a speci- 
fied age who are either employed (at work, or temporarily absent from a job) or unem- 
ployed (without a job and seeking work) . . . Statistics of the “total number of employed 
persons” in the civilian labour force should include all those who, in a specified period, 
perform some work, together with those who have a job but are temporarily absent 
from work... Statistics of the “total number of unemployed persons” should include 
all persons, able to take job if offered one, who are out of a job on a given day and have 


remained out of a job and seeking work for a specified minimum period not exceeding 
one week. 


The 1947 Conference thus accepted, as a standard for international applica- 
tion, the “current activity” concept of labor force measurement, which is used 
by the U. S. Census Bureau, rather than the competing ‘‘occupational status” 
concept.‘ 

The attempt to achieve inter-economy comparability, however, may have 
resulted in a set of definitions which depreciates the value of the labor force 
series for underdeveloped areas, if these areas accept the recommended standards 
in their entirety, without improvising adaptations. 

This was indicated by a field test of standard labor force definitions in the 
island of Antigua in the British West Indies. 

Antigua is a 100-square mile island of 45,000 people, almost all of whom are 
Negro. In the 300 years of its history as an inhabited island, sugar cane growing 
and the conversion of cane to raw sugar have generated a very high proportion 
of Antiguan income. 

The value of raw sugar exports, almost all of which are sent to England for 
refining, is almost 100 per cent of the value of all exports. Almost all goods 
consumed, with the exception of some locally-grown foodstuffs, are imported. 

Sugar cane is now produced by a corporation which holds a high proportion 
of the island’s cultivated land, by four or five small estates (plantations) and 
by several thousand “‘peasants” who grow cane on rented land varying in size 
from a fractional part of an acre to several acres. 

Peasants also raise some cotton and subsistence crops and have an occasional 
goat or other animal that scavenges food from roadsides or, extra-legally, from 
government or estate land. 

The peasant plots may be worked exclusively by the peasant-renter, alone or 
with unpaid family labor, or the renter may hire labor, paying in cash or in 
kind; payment in kind usually occurs when a gang of men and women who 
assist a peasant on a particular day to reap his crop are fed by him on that day. 

The only manufacturing, other than the grinding of cane and its conversion 
to raw sugar in a single mill, is some cottage industry of very small significance 
in the island’s economy. With the exception of agriculture, the largest sources 
of employment are in trade and service industries. 

There is a flight from employment in the cane fields because work of this 


class has a low ranking place in the occupational prestige scale of Antiguans and 
for other reasons. 


4 See Philip M. Hauser, ‘“The Labor Force and Gainful Workers—Concept, Measurement, 
and Comparability” in American Journal of Sociology, Jan. 1949, pp. 338 ff. 
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There is a great deal of own-account employment at very low levels of pro- 
ductivity and income by persons who would accept wage employment at pre- 
vailing rates, if it were offered. 

There is probably more intermittent than regular wage employment, and most 
own-account employed persons in both agriculture and trades, and services are 
less-than-fully employed, measured either by hours spent at work or by quantity 
of income (volume of output) produced. 

In very brief terms, these facts define the structure of the Antiguan economy. 
Many of the attributes which it possesses are found in other underdeveloped 
areas. In such an economy, standard labor force definitions which have either 
been recommended for international application or are in use in the United 
States have very limited usefulness because the statistics which they yield may 
not truthfully represent the labor force status of the population. 

The specific ways in which standard labor force measurement techniques 
were found to be deficient in Antigua are indicated by the following listing. 

1. The recommended standards define “unemployed” as the condition of 
being without a job and seeking work on a given day (presumably the day when 
interviewed) and for a specified period preceding that day, not exceeding one 
week. The length of the specified period of continuous joblessness which is 
necessary to be classified as “unemployed”’ will affect the volume of unemploy- 
ment which the enumerators find. If the period (time. of reference) is one day, 
all persons without work and seeking work on the day they are enumerated will 
be classified as unemployed. If the length of the period is one week, an “unem- 
ployed” person must have been without work and seeking work for the full 
week; a lesser number of “unemployed” will be counted. If the objective of 
standardization is to reduce non-comparables, the time of reference ought to 
be uniform. In the United States, the time of reference is one week, and a per- 
son must have been continuously jobless for that length of time to be counted 
as “unemployed.” Any person who has had work at all during the week, even 
of one day’s duration, is “employed” and not “unemployed.’’® 

The use of a uniform standard one-week time of reference period would 
understate the real volume of unemployment and overstate real volume of 
employment in Antigua. 

There is a great deal of intermittent or casual employment in the island. Many 
persons chronically without work will “catch” employment; they may “make a 
message” (run an errand) now and then for a shilling, or carry some fruit to 
market in St. John’s City for sale, or weed a peasant’s cane plot. They find 
employment of this kind infrequently and at irregular intervals. They are, in 
substantive terms, either “unemployed” or “out of the labor force’; they are 
not “employed.” If they managed to have found a few hours of either wage or 
own-account employment in this way in the week preceding their enumeration, 
however, standard labor force measurement techniques applied in the United 
States would classify them as “employed” persons. In any meaningful sense they 
are not employed persons. 


5 Social Science Research Council, Labor Force Definition and Measurement, (Bulletin 
56), New York, 1947, p. 20. 
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Where there is a great deal of casual employment in an economy, the standard 
one-week time of reference will exaggerate the number of employed in the 
labor force. 

2. The 1947 conference of labor statisticians recommended that statistics of 
the “total number of employed persons . . . should include . . . those who have 
a job but are temporarily absent from work.” This standard creates a problem 
of definition even in the industrialized economies because it becomes necessary 
to establish the kinds of absences which do not destroy the quality of “having 
a job.” Where there is a large volume of intermittent employment in an economy, 
however, the definitional problem becomes so complicated that the standard 
ceases to be meaningful. 

The largest single employer of labor in Antigua is a corporation which cul- 
tivates several thousand acres of cane land. Especially during the cane harvest 
season, most of the wage employees of this corporation have irregular employ- 
ment. Cutters, loaders, and cartment who take in the crop are paid task (piece) 
rates rather than hourly rates. There are no fixed hours of work in the day nor 
fixed days of work in the week. Workers assimilate the characteristics of con- 
tractors rather than wage workers. They determine their own schedules of work 
and are paid for the volume of output which they produce. In many occupational 
categories the corporation is faced with a labor shortage, and any worker who 
presents himself for work is taken on. 

In these circumstances workers freely determine the way in which they will 
allocate their time between work and leisure. Worker choice and convenience 
determine when he shall work, rather than management scheduling of work 
hours and management hiring decisions. 

The concept of “having a job,” in this case, loses its meaning. There are no 
rational grounds for assessing whether a worker “has” a job from which he is 
absent temporarily. In the sense of continuous, regular employment, these 
workers never ‘‘have”’ a job. 

3. A large number of persons in Antigua are own-account employed at very 
low levels of income. Old women, for example, will buy a few mangoes or other 
fruit brought to Antigua by sloop from the island of Dominica and will re-sell 
them by sitting in front of their trays in the market place for long hours, particu- 
larly on Saturdays. Thousands of ‘“‘peasants” cultivate cane or other crops on 
very small plots of ground which they rent; since sugar cane is especially a crop 
which requires low labor inputs, the crop is raised with only a few weeks of work 
during the crop years. 

All of these persons are counted by the labor force statistician as “employed.” 
A high proportion of them, however, would accept wage employment at pre- 
vailing rates, if it were offered. They are, in substantial terms, unemployed, 
and their unemployment is “disguised” or ‘‘suppressed.”* To count as ‘em- 
ployed,” persons who are own-account employed at very low levels of output 

6 See Joan Robinson, ‘‘Disguised Unemployment” in Essays in the Theory of Employ- 


ment, 1937; Clarence Long, ‘‘The Concept of Unemployment” in Quarterly Journal of 
Economics, Nov. 1942, pp. 1 ff. 
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and who would accept work, or may even be actively seeking work at prevailing 
or less than prevailing, rates, clearly understates the volume of unemployment 
in the economy. In an underdeveloped economy like that of Antigua the extent 
of own-account employment of this kind is large, and public policy formulated 
on the basis of the assumption that these persons are employed, rather than 
unemployed, is bound to be ineffective. 

4. The recommended definitional standard for the status of “unemployment” 
' is the quality of being without work and seeking work. Since unemployment is 
measured by “activity,” “seeking work” is construed to mean “actively seeking 
work.” 

In the United States it has been found necessary to modify the concept of 
“actively seeking work” in special circumstances. In a one-industry town, for 
example, if the town’s single plant shuts down, the workers may not pursue 
other jobs because they would have the prior conviction that work was not to 
be found; they may merely await the re-opening of the plant. These workers 
are counted as “unemployed” by the Census Bureau although they are not 
“actively” seeking work. An unemployed person is still “unemployed” when he 
does not actively seek work because he believes that there is not work “in his 

line of work or in the community.’” 
| In the United States the problem arises only in very special circumstances. 
In Antigua it is always present. There is a large pool of persons who will accept 
work even at very low levels of earning, and the economy does not frequently 
create new job vacancies. The expectation of locating jobs is chronically de- 
pressed. In these circumstances, which are not special but general, active search 
for work is so frequently fruitless that almost no-one actively seeks employment. 
If work does become available, informal lines of communication are sufficiently 
effective so that the villagers come to know quickly where employment is 
? available and the terms on which it is offered. If a person “actively” pursues 
income, he does so, ordinarily, by creating some form of self-employment rather 

than by attempting to find wage employment. 
) Where no one “actively”? seeks work, the application of the requirement of 
active pursuit in the standard definition of unemployment will cause unemploy- 
ment to be enormously understated. 

5. Standard labor force measures of unemployment merely make available a 
single figure indicating the total number of unemployed. Where there is a clear 
pattern of occupational reservations held by the unemployed, it must be made 
explicit if intelligent public policy is to be devised. 

In Antigua there is a flight away from the cane fields and towards employ- 
ment in white collar capacities. Cane field work is low social prestige work; 
] clerical work is high social prestige work. The unemployed will frequently 
express a willingness to work at any occupation except those in the cane fields; 

these maintain a negative occupational reservation. In addition, unemployed 
persons with some training or experience as artisans, especially in the construc- 








7U. 8. Congress, Subcommittee on Unemployment, Joint Committee on the Economic 
Report, Report on Employment and Unemployment, Washington, 1950, p. 49. 
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tion trades, will be willing to accept only employment in their own “line of 
work’’; these maintain a positive occupational reservation. 

A simple labor force statistic on unemployment, unaccompanied by informa- 
tion with respect to the job classes for which the unemployed are holding out, 
is not very useful, if, as in Antigua, a large proportion of the unemployed insist 
upon defining sometimes quite narrowly the kinds of work which they would 
accept. 

6. Labor force statistics classify into the enumerated status categories only 
persons of working age. Persons who are younger than the stipulated minimum 
age limit are not enumerated. In the United States the minimum age limit for 
labor foree measurement purposes is 14 years. The same age limit is quite 
commonly used in other countries. 

If children younger than 14 are considered to be capable of rendering economic 
services—and, in fact, do so—an enumeration which excludes them will give 
results which misrepresent the true status of the population. 

In Antigua children of less than 14 are quite commonly engaged in economic 
activity. Especially during the cane harvest period, young children in large 
numbers assist in bringing in the crop, either for their parents, as unpaid family 
labor, or for neighbors, for payment in kind. As a matter of fact, the practice is 
so general that there are classes of work which are considered by the community 
to be fit only for children, and adults will eschew this work. The performance of 
economic services by children is evidenced by substantial decreases in school 
attendance during the yearly peak period of agricultural employment. Even in 
periods of less than peak employment, children will perform for many hours 
during the week chores chiefly involved in the tending of animals belonging to 
their households. 

A 14-year age limitation in labor force enumeration will, in an economy of 
this kind, exclude a substantial segment of the total number of producers of 
goods and services. 

Standard labor force definitions and measurement techniques appear to have 
been devised to fit the requirements of the special experience and circumstances 
of industrialized economies. 

In pre-industrial economies in which workers do not have “regular jobs” but 
work only intermittently, in which occupational mobility is low, in which scarcity 
of jobs relative to job seekers discourages search for wage employment and 
encourages “snatching” for income from self-employment at low levels of 
productivity, the standard definitions frequently are instruments of misrepre- 
sentation. 

Uniform standards may make data comparable at the expense of accurate 
characterization of labor force status in the underdeveloped areas. The price of 
comparability appears to be exorbitant. 
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OBSERVATION OF MOTIVES TO INDUSTRY LOCATION! 
I 


The vastly greater present-day emphasis on monopolistic advantages offered 
by different sites suggests location factors which formerly were overlooked. 
Also, the recent change in emphasis raises the question whether theoretical 
assumptions are now sufficiently generic to permit a theory which includes all 
factors that are considered by a free individual who is making a rational selection 
of a plant site for his firm. Answer to the last consideration must be determined 
inductively. Such investigation, despite bias in sample, would offer a test of the 
theoretical assumptions upon which location theory is founded. If the theory 
of plant location, as a part of economic theory, is to attain even the stature of 
a statical science, it must rest upon postulates of public validity. The following 
investigation of motives inducing plant site-selection suggests that a location 
theory which is founded upon the search for the site offering maximum-profits 
has only some specific but not public validity.? 


It 


A study by personal interview of the locations of eight small (post World War 
TI) firms in Alabama reveals personal considerations of the owners as the pri- 
mary force in five of the cases and a secondary specific factor* in another case.‘ 
In most of these cases (4) the personal factor was expressed in the form of a cost 
or market area advantage. Thus, one spokesman (a fabricator of structural steel) 
claimed that his factor costs would have been lower at another location, but that 
his contact advantages were greatest in the city of his youth and business ap- 
prenticeship. A location here generally signified greater sales, or otherwise 


1 The writer is indebted to the Research Foundation of the Alabama Polytechnic In- 
stitute for a grant and encouragement which made possible an investigation of location 
theory. 

2? Both Weber’s theory of plant location and the theory of market area orientations 
emphasize profits as the locational objective. See Alfred Weber, Uber den Standort des 
Industrien, Part I, Reine Theorie des Standorts (Tiibingen, n.p., 1909), translated by C. J. 
Freidrich as Alfred Weber’s Theory of Location of Industries (Chicago: University of Chi- 
cago Press, 1928). And also see August Lisch, Die réumliche Ordnung der Wirtschaft (Jena: 
Gustav Fischer, 1944). 

3 By primary is meant the factor which limited the area of locational choice. A sec- 
ondary specific factor is one which influences, to a significant extent, the actual location 
within the area defined by the primary factor. 

4 The study of small firms reflects, (1) the belief that owners of these firms may have 
slightly different location objectives than owners of larger organizations, and (2) the fact 
that most investigations of the present type have stressed site-selections of large firms. 

Po:t-World War II firms were investigated in order to avoid emphasizing firms whose 
long existence had apparently confirmed their locational choice. 
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expressed, a larger market area. The market area of this small firm was generally 
synonomous with the individual contacts of the owners.® 

A second firm (makers of cast-iron soilpipe) located within the county of the 
owner’s residence because of a combination market area and cost advantage 
revolving around personal considerations. From the personal viewpoint, the 
owner of the firm has several other businesses in operation in this region. Con- 
trol of all business activities require his immediate presence. From the cost view- 
point, business connections exist at this location. The problem of acquiring 
needed raw materials is therefore less critical than it would be at a location in 
another supply area. Similarly, bankers at this location are cognizant of the 
peculiarities of this business; they are acquainted with the owner of this firm; 
and they probably will advance credit more readily than could be expected at 
other possible locations. Saleswise, the owner’s goodwill, which is associated with 
his life-long residence, attracts some recommended transient trade. This factor 
though relatively unimportant is nevertheless a real advantage because many 
sales are effected through buyers who are recommended to the firm in question by 
the leaders of this community. Lack of a trade name or personal stature in other 
parts of the country, as distinguished from the existence of goodwill at the 
selected location, precluded consideration of another region.*® 

A third concern (manufacturer of oak flooring) also was located in respect to 
the buying area. The essential problem in this business was claimed to be the 
acquisition of needed materials. The buying problem was believed best solved by 
locating in the region of personal contacts. This fact led to a location near the 
city where the initial business apprenticeship of the locator had taken place. 

A fourth locator (a shelled peanut plant) selected the plant site in his home 
town, which lay within the region of raw materials. Accessibility to 
these materials is primary to the location. This accessibility is dependent upon 
close contact with the raw material supplier, a contact which takes the form of 
advice, financial aid, and storage facilities. Costs are therefore minimized by 
complying with the peculiarities of this particular business. The specific location 
within the “acceptable area” was due to home-town considerations, which 
signified existing contacts with some peanut farmers. 

Another company (makers of electrical switchgear) located at what was 
believed to be the least-cost location within a given area. The owners of the 
firm chose their market area (Southeast) in preference to another market area 
(Southwest) which they believed to be larger and hence more profitable. The 
selection of the less remunerative market (Southeast) was due to personal con- 


5 It is worthy of note that buyers of fabricated structural steel oftentimes visit in or 
establish offices in the city wherein this firm is located. Thus, a partial analogy exists 
between this firm’s location and retail store locations, whereas in most capital goods in- 
dustries salesmen are the principal source of sales. 

6 This firm’s location pattern advances one other principle—If a man, for personal 
reasons, wants to stay at home, he will pick an industry that is suitable for that area. He 
may locate something in his home town or state because he wants to live there; but, he 
chooses the type of activity on the basis of objective facts. 

Note: Census comparisons suggest a cost advantage in Alabama in this industry. 
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siderations. They favored smaller rewards in their home city and state as com- 
pared to greater rewards several hundred miles away. But note, they did not 
relate their individual contacts to either cost or sales advantages, rather, the 
personal factor was expressed in terms of psychic income and a preference for 
slightly lower money returns with a greater certainty of home satisfactions. 

A sixth concern (a narrow fabric mill) also was located contrary to market 
area and cost advantages. The spokesman for this firm contended that a location 
in a distant state would offer greater sales and lower costs, but that he was 
primarily interested in staying at home. His preference was lower monetary 
rewards, in exchange for greater self-assurance. The real income (personal 
gratifications) at the chosen location took the place of monetary gains at other 
locations. The personal factor was in this case completely unrelated to cost or 
sales advantages. 

In brief review, five of the eight spokesmen stressed personal considerations 
as the dominant factor in their location, another mentioning this force as the 
secondary specific determinant. Of the six spokesmen stressing this motive, two 
pointed out the connection between personal considerations and buying ad- 
vantages. (The maker of oak flooring, and ihe owner of the peanut plant.) 
This factor partially determines the supply area, and, in a sense, represents a 
non-transport orientation to materials. One of the spokesmen, the fabricator of 
cast iron soil pipe, joined personal considerations with sales and buying ad- 
vantages. This case represents a non-transport orientation to both the market 
and supply area, which areas were defined, in large part, by personal contacts. 
Another spokesman, the processor of fabricated structural steel, emphasized 
the connection between personal considerations and sales advantages. This was 
a specific (locality) determinant and, in a sense, represents a non-transport 
orientation to market. Two others were convinced that “‘the grass was greener 
elsewhere” but nevertheless stuck to home. (The narrow fabric mill and the 
makers of electrical switchgear.) The personal considerations of these men were 
unrelated to any cost or sales advantage. 

The two other owners examined in this study, by personal interview, located 
in deference to more traditional theory. One chose the plant site in effort to 
minimize cost (a manufacturer of DDT); the other selected the location for the 
plant because proximity to buyers was believed necessary to insure adequate 
sales (a fabricator of wood and metal patterns).’ 


Ill 


As a result of these investigations, and the belief that a theory of location of 
industry must have public validity, not some specific validity, the following 
theoretical reorientation is suggested: 


(1) The definition of the locator’s objective in plant location must be broader 


7 Of the respondents stressing non-personal factors, one was a native of California (the 
owner of the chemical plant), and the others (three partners—the wood and metal pattern 
shop) located in their home town because they believed this city offered the largest market 
area. They did not expect their personal contacts to influence either sales or purchases. 
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than the simple claim that individuals seek maximum profits. (2) The free choice 
of location, by a rational individual, can be explained under the postulate that 
individuals seek maximum-satisfactions in selecting their plant site. (3) The 
factors of location may then be broadened to include personal considerations 
which are unrelated to maximum profits. These personal considerations, which 
offer psychic income, react upon price by way of imputed cost. The entrepreneur 
may charge his firm a lower implicit wage cost in one locality than that which is 
ascribed for an alternative location.*® 
Alabama Polytechnic Institute Metvin L. GREENHUT 


ON THE THEORY OF MONOPOLISTIC DUMPING AND COMMODITY 
PRICE SUPPORTS 


This paper is an initial statement of a far more extensive study, currently in 
process, of the theoretical bases and implications of the commodity price support 
program, its theoretical inconsistencies and contradictions. 


In the neo-classical formulation of the theory of product dumping certain 
conclusions with respect to price and output resultant in the discriminated 
market vis-a-vis the atomistic “dumped” market appear needful of substantial 
revision in the light of the pattern that the domestic price support program has 
taken. It is the purpose of this paper to suggest the direction in which a re- 
formulation may be projected. 

The exposition of the theory of product dumping in international trade was a 
development of the earlier theory of monopolistic price discrimination: discrim- 
ination became possible when the monopolist’s market could be splintered into 
non-competing groups among which arbitrage (inter-group resale) was not 
possible. It followed that the elasticities of the demand curves of the individual 
buyers differed and the seller would distribute his product such that the mar- 
ginal revenues to it from the different purchasers are equal: 
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8 See George Stigler, The Theory of Price (New York: The Macmillan Company, 1947) 
“The definition of costs must be reformulated: the cost of productive service X in making 


A is equal to the amount of B that Y could produce plus (or minus) the non-pecuniary 
returns (or costs) attached to producing B.” 
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where m and 7 refer to the respective elasticities of demand and (1-4) and 
m1 


and for two buyers: 


(1 - 1) are the respective monopoly coefficients. As a consequence the market 
2 


n 
with the lower elasticity of demand would be charged the higher price. 

Where the firm sells as monopolist in the domestic market and as atomist in 
the international market, we have the traditional dumping formula and the 
discriminatory marginal revenue curve is composed of the negatively sloped 
marginal revenue curve of the discriminated market (MR:) and the horizontal 
marginal revenue of the atomistic dumped market (MR.). (Vide diagram I): 
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Diacram I 


Total sales are then determined by the intersection of MC and DMR, that is, 
exclusively upon the price acceptable in the dumped international market. 
Given the atomistic price, the relative shares of output are exclusively a function 
of the slope of the demand curve of the discriminated market, and price in the 
latter will be the lower and sales the higher, the more elastic its demand curve 
for the monopolist’s product. 

Historically, the theoretical construction was developed principally around 
the international dumping of manufactured products (believed to be char- 
acterized by long-run falling costs). Its justification considered the resultant 
effects of a greater total output (than would be possible without dumping), 
a greater employment of the factors of production, and a somewhat greater 
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consumption of the product in the discriminated market at a somewhat lower 
price. Thus, returning to the domestic market some of the consumers’ surplus 
that had been extracted as a consequence of the monopolist’s power to dis- 
criminate; in other words, an establishment of one form of ‘“quasi-atomism.” 
For the situation of manufactured product where the monopolist’s optimum on 
the domestic market had been set at a point, to the right of which marginal 
costs were falling, the ability to dump enables the monopolist to force his price 
down to the atomistic international level and gain economies of scale, (princi- 
pally advantageous to the employment of the factors of production), but also 


giving the discriminated market a greater consumption at a lower price. (Vide 
diagram IT): 
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Diacram II 


The current governmental program of domestic commodity price supports 
throws interesting light upon the theory of monopolistic price discrimination in 
that it presents us with a somewhat novel and complex form of the traditional 
theory. Under the guiding policy provided by the matrix of supports for any one 
single agricultural product we have the various sellers of a commodity effectively 
behaving domestically as a collective discriminating monopolist. The sale of 
the supported commodity in the domestic market is, to all purposes, character- 
istic of a monopolist selling to a domestic market in which he has the power to 
discriminate, (as among varying price and output combinations). 
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The atomistic phase of the market is effectuated through the government, 
or its buying agent, as in the operation of the Marshall Plan and the E.C.A. 
There is, however, the important distinction that the price of atomistic sales 
is not decided by the balance of competing sellers in an open dumped market. 
The governmental buying agent deciding, on the basis of what may be other than 
economic considerations, whether to sell in an atomistic international market 
(at a price that may be arbitrary), whether to store the commodity, or to destroy 
it; whichever course is taken, the market solution remains effectively the same. 
To contend that the supports are merely subsidies completely ignores the re- 
lationship between the supported and declared price and the monopolistically 
discriminated domestic market, which relationship is most revealing when its 
consequence is viewed in the light of the traditional dumping principle. 
















P 
Fen slope Moro 
p at “tc =DMR 
— Se | Z_DMR 
ae, . 3 
c a" a ay ? 


DiacraM III 


One must emphasize that defenders of international market dumping have 
always sought its raison d’étre in welfare considerations: the increase in the 
benefits resultant from an augmentation of the degree of atomism in an otherwise 
monopolistic market. This has been a theory applied essentially to an industry 
characterized by internal economies and (perhaps) external economies (in a 
strictly Marshallian sense). However, when applied to an increasing cost agri- 
cultural industry (which, under present conditions, and the proximity to optimum 
productivity levels in most situations, is strongly characterized by upward 
pressures on factor costs within a market), it can be demonstrated that the 
results are reversed; the welfare criteria of the protectionism which underlay the 
theory of international dumping, are substantially undermined. 

It is seen, that the domestic market’s share of total sales is smaller (in diagram 
III), (M” < M’), and the price paid per unit is greater, (p’’ > p’), than would 
otherwise be the case; that is, if the power to discriminate did not exist. Indeed, 
one may suggest that the effect of commodity supports and governmental buying 
is to provide the power to discriminate monopolistically in areas which were 
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hitherto not characterized by this form of market behavior, and, with the effort 
to eliminate completely inter-market arbitrage through tariffs and marketing 
agreements, the formalization of this group monopoly power is almost complete 
(and thus, “artificial dumping”’).! 

Whatever the criteria for this type of price formation, they cannot be con- 
sistently derived from the neo-classical principles of economic welfare, and any 
contention of benefits obtained from an augmentation of the Keynesian employ- 
ment criteria is more than superfluous—with a price support program set in 
the framework of consistently quasi-war market expectations. It is interesting 
that many of the professional proponents of the present program have continued 
to behave as though factor employment is still an operative variable in the 
program, though it may be posited that the time when a money income effect was 
accompanied by a real income effect in these matters has passed. Of course, real 
income redistribution as among factors has been of capital importance in the 
continuance of the program, though it has been rarely acknowledged.” 

The relevance of this type of solution, as with the pure theory of dumping, is 
unquestionably dependent upon the consistency of the definition of the concept 
“commodity” and the elasticities of substitution among near-commodity sub- 
stitutes. Nothwithstanding, in the consideration of the effects of the price support 
of a single commodity, which is part of an integrated program of an over-all 
agricultural commodity support policy, the identity of these narameters is likely 
to be more meaningful when studied in terms of the issues of monopolistic 
dumping. 

University of Texas Frank R. Varon 


1 The Marginal Revenue and Average Revenue effects are not simple resultants of sub- 
sidization; rather, the latter is an enabling instrument (among other variables) in a policy 
that may intend the MR and AR effects in the first instance. Professor Ernst W. Swanson 
of Emory University, to whom I am indebted for a number of critical observations in his 
reading of this paper, has emphasized that the efficiency of the domestic market is reduced 
in as much as the price in the domestic market is even greater than the MR of the foreign 
market. 

2 An outstanding exception is D. Gale Johnson’s recent excellent study: Trade and Agri- 
culture (John Wiley, 1950). 
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Economic Resources and Policies of the South. By Calvin B. Hoover and B. U. 

Ratchford. New York: Macmillan Co., 1951. Pp. xxvii, 464. $5.50. 

Professors Hoover and Ratchford have brought together in this book a wide 
range of useful information on recent developments in the 13 southern states 
stretching from the Potomac to the Rio Grande. Considerable parts of the 
study, which was sponsored by the National Planning Association Committee 
of the South, were published in 1949 as a government document under the title 
The Impact of Federal Policies on the Economy of the South. 

The purpose of this larger study is to explain and suggest remedies for the 
relative poverty of the South. The chapter headings will give the reader an idea 
of the wide range of topics covered: Physical Recources; Human Resources; 
Income in the South; Barriers to the Economic Development of the South; 
Recent Developments in Agriculture; The Changing Structure of Industry; 
Some Major Southern Industries; Financial Resources; Trends in Public Fi- 
nance; Natural Resources and Policy; Forest Resources and Policy; Agricul- 
tural Policy; The Cotton Problem; The Tobacco Situation; Policies for In- 
dustrial Development; Labor and Wage Policy; International Trade Policy. 
There is an extensive bibliography. 

The usefulness of the book would be enhanced had the authors summarized 
their analysis and recommendations in a concluding chapter. As it is, the dis- 
cussion ranges over so many topics of such unequal importance, and the pros 
and cons of possible remedies are discussed at such length that it is sometimes 
difficult to be sure just what solutions the authors favor. 

The analysis runs as follows: The level of income in the South, while slowly 
catching up with that in the non-South, is still very low. The disparity is due to 
the high natural rate of increase of the South’s rural population, the heavy 
emphasis on agriculture, the eroded and mediocre quality of much of the South’s 
soils, the inadequate size of the farm units, the insufficient use of agricultural 
power tools, defective marketing practices, and the unfavorable terms on which 
the region exchanges its surpluses in interregional and international trade. 
The relative improvement since 1929 is due to the disproportionate growth of 
federal income payments into the South and of income from manufacturing. 
While further improvements in agriculture, forestry, and mining will be essential 
to the closing of the gap—and valuable suggestions regarding ways and means of 
securing these improvements are made by the authors—the main reliance in 
the future must be on industrial development. Three methods of attracting 
industries are available: publicity and information; state and local subsidies 
and tax concessions; and the creation of a favorable environment. The South 
should no longer rely on wage differentials, and it should neither ask nor expect 
favors from the Federal Government. The latter’s responsibility will be ade- 
quately discharged if it succeeds in keeping the American economy operating 
at a high and expanding level of employment. The hope is expressed that it 
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will be possible to combine a domestic full employment program with an ex- 
pansion of world trade. But if this proves impossible, “‘. . . neither the South nor 
the United States as a whole need be affected catastrophically by the purely 
economic effects of exchange controls, bilateral agreements and the like.” 

The discussion of international trade policy, with its emphasis on the declining 
importance of international trade for the South, indicates that the authors 
expect that national protectionism is here to stay and that they regard it as 
their task to suggest ways and means of minimizing the damage. The reviewer 
feels that this same acceptance of the inevitability of protectionism underlies 
their approach to the domestic aspects of the problem of bringing incomes in the 
South up closer to the national level. He would not deny that their judgment may 
be correct, but he wonders whether they are not unintentionally providing the 
rationalizations which help determine the trend which they deplore. 

Specifically, their endorsement of a substantial fiat narrowing of interregional 
wage differentials seems to rest (a) on the assumption that labor and enterprise 
in the older and establis:ied industrial areas have a right to be protected from 
the delayed industrialization now going on in the South, and (b) on a faith in the 
South’s capacity nonetheless to secure a disproportionate part of the further net 
growth of the nation’s industrial capacity. This faith leads them to endorse the 
principle of a uniform minimum wage “...as high as that justified by the 
marginal productivity of labor in the national economy,” taken as a whole (p. 
415). It also leads them to look with favor upon unionism as a means of aiding 
in the realization of the sound principle of “. . . equal pay in industry for equal 
skills and equal productivity” (p. 418). They admit that the wage pattern which 
they endorse raises the “. . . problem of determining the maximum wage which a 
given industry can pay without inequitably raising prices to consumers, and 
without discouraging expansion of industry” (p. 418). They also recognize the 
possibility that wage rates ‘‘. .. might be set so high as to interfere substantially 
with the expansion of Southern industry ...,”’ thereby requiring “...some 
sort of comprehensive intervention in the fixing of wages by the Federal Govern- 
ment.” 

Inasmuch as the reviewer is cited as the “outstanding exponent” of the “or- 
thodox” position that the rate of industrialization which the South requires 
still depends upon its ability to offer lower wages than those prevailing in the 
more industrialized parts of the country, the reader will perhaps forgive him if 
he devotes more attention to this issue than is warranted by the space devoted 
to it in the book itself. 

Both sides of the argument are presented at some length, but it seems, at 
least to this reviewer, that the principle of marginal productivity, upon which 
the orthodox position admittedly rests, is improperly stated. Thus, the authors 
characterize as “naive” (p. 400) the view that a southern plant will necessarily 
hire more workers than a northern plant if it pays lower wages. This, we are 
told, is seldom the case. Usually, technical considerations determine the char- 
acter of the capital equipment, and this in turn determines the ratio of men to 
machines. If, as is often the case, the southern plant has the most modern 
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equipment and layout, it may very well have higher labor productivity than its 
nonsouthern competitors. The authors almost go so far as to say that under 
such circumstances the southern firms should be paying higher wages. 

Economists of orthodox persuasion would certainly admit that there are 
many situations in which the superiority of the latest equipment is so great 
that, if a plant is established at all in a low wage area, it will use this type of 
equipment regardless of the level of wages. The nature of the equipment and the 
capacity of the management will then determine the optimum size of the plant, 
and the number of workers will be the dependent variable. An ex ante high wage 
might prevent the establishment of the plant in the first place, but once estab- 
lished, the imposition of a high wage, ex post, will, in the short run, cut into 
profits and not into employment. But, overlooking for the moment the difference 
between short and long-run effects, the reasoning itself ignores the principle of 
imputation. This principle assigns the excess earnings of the firm to the scarce 
factors of production, which, in the case of the South, are capital, skilled labor, 
and management; and so do market forces if they are allowed to operate freely. 
It is also in the national interest that the excess earnings should go in the first 
instance to the owners of these factors, precisely because they are in scarce 
supply. Making them relatively dear means that the existing supplies will be 
used sparingly and where they will make the greatest contribution, and that 
additional supplies will be attracted from other parts of the country. The market 
mechanism is able to put a high valuation on the scarce factors because of the 
relative abundance of unskilled and semi-skilled workers able and willing to 
work for less than similar workers in the more industrialized parts of the country. 
If all of these workers are to find employment, and if competition is reasonably 
effective, they must all be content to accept the wages which represent the 
marginal productivity of labor in the agricultural sector of the economy. 

At one point, Hoover and Ratchford recognize this fact (‘‘. . . alternative 
employment in agriculture in the South is less productive than in most other 
areas in the United States’’), yet in the very sentence from which the passage 
in parentheses is quoted, they refer to an industrial wage pattern built up from 
the agricultural margin as being “‘. . . lower than marginal productivity of labor 
in industry” (p. 408) and hence, by implication, as unfair. Again their advocacy 
of a minimum wage “.. . as high as that justified by the marginal productivity 
of labor in the national economy” and their frequent reference to the wage pay- 
ing ability of an industry (which is merely a statistical convenience devoid of 
any capacity to pay) indicate a concept of marginal productivity which is cer- 
tainly quite foreign to what this reviewer understands to be the orthodox mean- 
ing of the term. 

The opposition to the traditional analysis and to the policy conclusions that 
follow therefrom has long seemed to me to rest upon an emotional bias against 
competition and profit making. Of course, many southern firms will make 
differential profits, if the labor market in the South remains genuinely com- 
petitive. But, in view of the still large disparity between levels of living in the 
South and the rest of the country, and the hugh extra-regional investment of 
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capital needed to close the gap, is there any reason why economists should not 
say that southern firms have fulfilled their social and economic responsibilties 
toward their employees, when they pay the wages necessary to get the quantity 
and quality of workers required for their operations in the communities in which 
they carry on their operations, if they also maintain good working conditions, 
and treat their workers as human beings and not as faceless robots? Would we 
not be on firmer ground if we passed judgment on the resulting profits from a 
functional point of view, and not from a very debatable moral point of view? 
If high profits do not lead, within a reasonable period of time, to the expansion 
of the profitable plants, or the appearance of new plants (the existing ones may 
already be of optimum size) and thus to more goods at lower prices, then we can 
suspect monopoly, and we should go after it as was always our wont. But now 
it has become unfashionable to defend even temporary profits. We don’t want 
to be called reactionary. We are caught up by the very slogans we deplore.” 
So we call upon the Federal Government and upon special interest groups to 
cut down profits by introducing and perpetuating entirely unjustifiable com- 
munity differences in the earnings of workers of equal skill and equal moral 
worth. This is defended as the new liberalism, but is it not rather a reversion to 
an ancient protectionism which may in the end destroy the civilization of the 
entire Western World? 

I may be doing my good friends Hoover and Ratchford an injustice when I 
charge them with giving aid and comfort to this new protectionism. If so, it is 
because their efforts to deal fairly and at length with the pros and cons of various 
possible lines of policy leave the reader uncertain as to where they stand. Thus, 
I may have imputed to them ideas which they would disown as vigorously as I 
do. I hope that all those interested in regional problems will read the book and 
decide for themselves. They will find here the information and the thoughtful 
discussion which a democratic people need if they are to make wise decisions. 

Wabash College Joun V. VAN SICKLE 


World Resources and Industries. By Erich W. Zimmermann. Rev. ed. New York: 

Harper and Bros., 1951. Pp. xvi, 832. $7.50. 

Frich Zimmermann’s long awaited revised edition of World Resources and 
Industries will be enthusiastically received as a scholarly work in a field of 
fundamental importance in international relations. The appraisal and utilization 
of resources is an area where the “sciences meet.”’ As approached and applied by 


1 In connection with this very issue of the functional and ethical soundness of geo- 
graphical wage and profit differentials, I am very pleased to have in my files a note from 
the late Professor Joseph A. Schumpeter dated August 23, 1949 from which I quote the 
following: “‘I have been delighted at your article on ‘“‘Industrialization and the South.’ 
In particular I have greatly admired the .. . wisdom that made you protest against the 
abject capitulation of your Committee before a current slogan. This power of slogans which 
everyone feels in duty bound to repeat is a curse that makes so many things impossible 
which would be quite possible without it. You were, of course, completely right.’’ The 
article appeared in the April 1949 issue of this Journal. It was an elaboration of my ‘‘Dis- 
senting Statement on Wages and Wage Policy”’ to which reference is made in note 10 on 
page 399 of the book here under review. 
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Zimmermann and his followers this field within the social sciences rests on the 
findings of the natural and applied sciences and thus necessitates a most difficult 
synthesis. The study and progressive solution of problems involved in this 
synthesis will contribute immeasureably to more workable international rela- 
tions. 

In order to clarify these introductory comments, the study of resources may 
be said to require the services of: (1) Society’s fact finders, the physical or 
natural scientists, to present objectively what is, where it is, why it is, how 
different segments interact, etc. (2) Society’s technicians, the ‘“‘applied” scien- 
tists, to determine what is technically feasible and to apply the knowledge 
gathered by the “pure” scientists. (3) The entrepreneurs, to narrow technical 
feasibility by establishing financial profitability in order to yield the highest 
return to private enterprise. (4) The economists, aided by other social scientists 
who are concerned with the nature, structure, and function of society, to narrow 
further the choice by shaping the strategy of resource utilization to yield the 
highest return to society. 

Thus, Zimmermann develops an operational concept of resources based on 
technical and financial feasibility with the formulation of grand strategy along 
socio-economic lines. In this new role of the economist he defines out of existence 
the “old fashioned price economist” and his assumptions. This reviewer has 
agreed with his teacher for fifteen years as to this realistic and dynamic ap- 
proach to the appraisal and utilization of resources, but he has hoped through 
applied business-economics to develop business administrators who will render 
decisions on a broader basis than cost-price analysis. There is ample evidence 
that some progress is be.ng made along these lines. Indeed, Mr. Frank W. Abrams 
has given those interested in business administration food for thought when he 
describes professional business administrators as those who take action in the 
light of their social, political, and economic responsibilities. Such enlightened 
leadership should accomplish Zimmermann’s higher return to society and lessen 
government participation in economic activity. 

Part I of Zimmermann deals with the introduction to the study of resources 
by presenting his resource concept and showing that resource patterns are in 
large measure the result of the energy and material available and utilized in 
accordance with his concept. This approach modifies the outmoded one-sided 
climatic basis still employed by many geographers who have emphasized geo- 
economic thinking and in most instances have ignored the broader socio-eco- 
nomic issues involved. Part I of the first edition was many years in the making, 
and the revisions therein are the result of twenty additional years’ study and 
presentation. These revisions will be appreciated by advanced students. 

As was true in the first edition, Parts II and III present the resources of 
agriculture and industry, respectively. In these two areas the major contribu- 
tion of the revised edition reflects the work of the United Nations Organization 
and related agencies in making available international information. The most 
significant improvement made by the author is internal chapter organization 
which was the fundamental weakness of the first edition. 

Part IV contains two chapters dealing with conservation and resource ade- 
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quacy. The Resource Hierarchy is properly reoriented in Part I in the chapter 
on resource patterns. 

In evaluating World Resources and Industries at least two objectives should 
be considered: the contribution to the field and suitability as a text. In so far 
as the former is concerned this is one of the ‘Great Books” destined to take 
its place as the definitive work for a long time to come. A void has been filled 
by this contribution of an eminent scholar. 

The use of World Resources and Industries as a text will pose problems for 
most instructors. The entire book should be used at the upper undergraduate and 
graduate level over a period of at least two quarters or three semesters. For 
shorter periods selected readings can be outlined and assigned. Most of Part I 
and portions of Part IT and III are above the level of understanding of freshman 
and sophomore students at the University of North Carolina. Professor Zimmer- 
mann does not believe in teaching down or in writing down. As a consequence, 
junior and senior students at this institution have considerable difficulty in 
understanding Zimmermann, and this is traceable for the most part to their lack 
of facility in reading. This is not offered as a criticism of Professor Zimmermann, 
but simply to indicate that World Resources and Industries is best suited for 
selected students above the average enrolled at the University of North Carolina. 

Another handicap in terms of the use of this book as a text results from the 
concern of the author with details and qualifications of data essential to scholarly 
analysis and of major importance to advanced students but confusing to the 
average undergraduate. Is there a middle-ground between the factual, non- 
analytical, written down text and a magnificent, scholarly presentation based on 
years of research of a genius who contributed to us his life’s work and philosophy 
in World Resources and Industries? Professor Zimmermann can hardly be expected 
to answer this question, but he may toss its solution back to one of his followers. 

University of North Carolina Ourn T. Movuzon 


Economics of National Security. Planned and edited by George A. Lincoln and 
others. New York: Prentice-Hall, 1950. Pp. xvi, 601. $5.00. 

In view of the nature of this book it seems necessary and desirable to introduce 
and integrate a limited amount of background material within the scope of this 
review. 

The basic problem that the United States has been called upon to solve is 
to determine what course of action will enable us to maintain our freedom. To 
this end the aim of our foreign policy is the containment of Soviet controlled 
Communist dictatorship. This policy has actually governed our foreign relations 
since the announcement of the Truman Doctrine in March 1947. Containment 
had many advocates prior to that time and it appears that this policy will con- 
tinue to govern in the future since its severest critics have failed to supply any 
practical or acceptable alternative. The strategy of freedom we have chosen is 
to join with our allies in building the strength of the free world as a bulwark 
against Soviet aggression. This necessitates the building of military strength, 
but in addition, it requires the buttressing of all the other forms of power— 
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economic, technical, political, social, and moral and the utmost resolution and 
unity among the free nations of the world. 

The Economics of National Security is dedicated to providing in the field of 
the title some of the knowledge that strengthens public understanding and public 
support of the security programs necessary to preserve the free world. This work 
was planned, edited, and written by associates in the Department of Social 
Sciences of the United States Military Academy and as explained by the editors, 
the entire presentation presumes acceptance in principle of the United States 
security situation at the beginning of the 1950’s as appraised by responsible 
government officials. 

One would expect that the emphasis in this book would be on the importance 
of eco-military power in national policy. Indeed, Korea has clearly established 
that the policy of containment requires eco-military readiness to control actual 
situations which Communist expansion is creating. In view of the editorship, the 
reader will be surprised at the breadth of treatment of non-military factors in- 
volved in national security. However, a general comment seems appropriate. One 
cannot but sense in parts of the text that the policies advocated for security are 
for an inevitable war which will, and perhaps may, be forced upon us. Actually, 
the job of protecting our security against the force of the Soviet Union has three 
parts: (1) To prevent the outbreak of war; (2) to prevent the Soviet Union from 
accomplishing its aggressive purposes by means other than war; and (3) to make 
certain that the free nations will not be defeated, if war is forced upon us. 

The reviewer would like to see a little more emphasis on points (1) and (2) 
in the economics of national security as we pursue our strategy of freedom and 
policy of containment. Indeed there is no more dangerous notion than that there 
is something final about a military decision—that it is the happy ending of some- 
thing, rather than the beginning. At best a military decision can only establish 
geographical boundaries and the possibility of changing political control, and 
thus set the stage for the creation of new policies under worse economic and 
social conditions than existed prior to the war. 

In addition to a better understanding of our policy of containment and its 
implementation in creating situations of strength in non-Soviet dominated areas, 
what is needed now is the clarification of our thinking with respect to the type 
policies we would like to see within the contained areas, the containment of these 
areas and an all out offensive to get the policies into effect. The writer is of the 
opinion that what is most disagreeable to the United States about containment 
is the defensive nature of the policy. We have taken positive measures outside 
the contained areas with excellent results. There is reason to believe that if we 
could come to some decision as to what set of practices we would like to see 
within the contained areas, we might hope for the gradual implementation of 
some of these policies. Even if war is forced upon us we ill still need agreement on 
acceptable policies in presently contained and future freed areas. 

The first two chapters of the Economics of National Security deal with the 
economic basis and the role of government in national security. The next chapters 
discuss the elements of national strength—manpower, raw materials, and fa- 











240 BOOK REVIEWS 


cilities—and the procedures of the ernment in guiding and controlling these 
elements. These latter chapters include industrial mobilization; transportation, 
communications and power facilities; procedures for buying the goods; war 
finance; stabilization of the civilian economy; a discussion of national security 
and the national budget; economic warfare and foreign aid programs and a 
final chapter on the outlook for the future. While there is no standard plan for 
the internal organization of the chapters, when applicable, the pattern followed 
is a presentation of general problems and the description and consideration of 
World War II experience and pertinent post-1945 developments, and some 
projection of thought into the future. The net result of this organization is a 
clear presentation of the general problems of the economics of security, a de- 
tailed and complete description and considerable analysis of the administrative 
procedures and agencies during the war and post-war period, with limited, 
although in some cases quite definite, recommendations. This is a staff manual 
plus analysis and recommendations with respect to the administration of the 
economics of security. 

In a work of such broad scope it is inevitable that certain portions will be 
declared thin by the specialist or that he will see errors of omission. For example, 
why is not wool mentioned under the discussion of fibers in the chapter on raw 
materials? However, no one will accuse the editors of thinness in spelling out 
administrative procedures and their agencies. Further, policies are controversial 
subjects. The editors recognize this and even though the pros and cons are pre- 
sented, there is, as there should be, a military bias; but at the end of each chapter 
there are presented problems exemplary of the realities facing the people and 
the officials of the government “in the business” of security. They are top 
level problems that are not answered in the book, but for which answers must 
be found in our pursuit of freedom. 

The Economics of Security should be studied formally by all present and pros- 
pective officials of the government in the business of security. You will have to 
make the decision as to whether, and if so how, this book can be fitted into 
your course offerings. It is a must where staff officers are being trained. In 
many instances this book wiil be the standard text for a new general course in 
the economics of security. There are those who will argue against such a course 
as being too specialized in character. Others will make the point that the eco- 
nomics of security is vital to our life and liberty and pursuit of happiness and 
that other courses which clutter up our offerings are inconsequential by way of 
comparison. In other instances, this work will be very valuable as a supplement 
in courses in economics and administration. 

The reviewer would have found this book invaluable pre-training to his asso- 
ciation during World War II with the military in the planning and operational 
phases of some of the activities described. The Economics of National Security is 
recommended as required study for all readers of this Journal if for no other 
reason than you should know what those charged with the military aspects of 
the strategy of freedom consider to be the economics of security. The officers 
have made a significant contribution in making this material available to the 
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general public. If you disagree with, or discover errors in, the book, write to 
the editors. They need all the expert advice obtainable and will welcome con- 
structive criticism. 

University of North Carolina Ouin T. Movzon 


Inflation in the United States, 1940-1948. By Lester V. Chandler. New York: 

Harper & Bros., 1951. Pp. xiv, 402. $4.50. 

Inflation in the United States, 1940-1948 is just about what we would expect 
from Professor Chandler. A semi-popular book, meant for “anyone with a gen- 
eral knowledge of economic processes,” it is clearly written and well-organized, 
displays a sound grasp of economic fundamentals, but sidesteps the technical 
problems that most interest professional economists. Scholars will find it useful 
mainly as a mine of information (there are 109 tables) and as an aid for pre- 
paring course lectures. Graduate students in money and banking could profitably 
spend a day or two with it, but undergraduates would probably get bewildered 
by the multitude of facts. Though there is not a word about the probiem of con- 
trolling inflation in 1951, it is a timely book. This reviewer wishes all Congress- 
men would read it. 

The story Professor Chandler tells is familiar. The principal ingredient of 
wartime inflation was the government deficit, which amounted to half the fed- 
eral expenditures. The chief restraint on inflation was direct controls. The in- 
come velocity of money was low even in the postwar phase, so that one of the 
most familiar elements of the inflationary spiral—accelerating velocity of money 
—was almost entirely absent in the United States. The low interest rates main- 
tained by the Federal Reserve System contributed little to wartime inflation. 
Even in the postwar phase, our central banks did not play an active causal 
role. The chief factor after V-J day was the previous accumulation of liquid 
assets together with the backlog of demand for civilian and capital goods, large 
exports, and dissatisfaction by the various interest groups with the wartime 
distribution of income, leading them to try for the highest possible prices for 
their goods and services after the war. Even the postwar increase in the money 
supply, which came almost entirely from gold imports, cannot be blamed on 
the Federal Reserve. 

Many economists will agree with Chandler’s middle-of-the-road policy con- 
clusions. He thinks taxes should have been higher during the war, especially on 
the middle income groups, but not so high as to balance the budget. Direct 
controls were indispensable (Chandler appears to believe they would have been 
needed even with the undefined level of taxes he advocates) and were removed 
too quickly after the war. The Treasury should have resorted to compulsory 
borrowing during the war instead of issuing almost completely liquid claims; if 
it had, it could have regulated their postwar redemption to minimize infla- 
tionary effects. Though Chandler largely absolves the Federal Reserve of blame 
for causing inflation, he feels that when peace came, the System should have 
raised interest rates sooner and higher. He raises the question as to what effect 
higher interest rates would have had on dishoarding, but concludes, in one of 
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the few passages that seemed to this reviewer unsatisfactory, in the negative 
(p. 320). He fears that the success of direcf controls might in the future lead 
the government to put undue reliance on them to the neglect of the fiscal and 
monetary restraints without which they will not work. 

The level of Chandler’s analysis can best be shown by some matters he does 
not discuss. He uses the phrase “more equal distribution of income” (p. 371) 
without undertaking the technical problem of defining it. He scarcely touches 
on the possibility that some taxes may be more anti-inflationary than others. 
He shows that the income velocity of money was lower in the postwar than the 
prewar years (pp. 314-5) without mentioning the secular decline in money 
velocity that has gone on for a long time. In discussing the roles of exports and 
government finance in the postwar inflation, he does not call attention to the 
double-counting problem implicit in the fact that the government paid for some 
exports. He puts far more emphasis on the inflationary effects of federal deficits 
than on the deflationary effects of surpluses. This reviewer thinks he is right in 
so doing, but Chandler does not call attention to the discrepancy, much less 
explain it. These points are not raised here as criticism but merely to show how 
far Chandler limited his analysis for the sake of nonprofessional readers. 

The faults of the book are minor. The index is brief. So is the bibliography, 
which omits as obvious an item as J. K. Galbraith’s article on ‘“‘The Disequi- 
librium System.’! Much of the space devoted to kinds of federal security issues 
(Ch. VIII) could have better been used for a more adequate treatment of direct 
controls (Ch. X). This reviewer, who thinks the public misconceives why infla- 
tion is evil, would have liked to see a forthright treatment of the subject at the 


beginning of the book, rather than the tentative discussion near the end (Ch. 
XVII). 


Vanderbilt University Renvics FEis 


Defense Without Inflation. By Albert G. Hart. New York: Twentieth Century 

Fund, 1951. Pp. xiv, 186. $2.00. 

This little book is in many respects a difficult one to review for professional 
economists. It contains no unique departures by way of subject matter treated; 
it does not take any unusual positions with respect to issues that are in contro- 
versy (in fact, it does not deal with matters that could really be termed contro- 
versial); and it does not attain a level of analysis that could be considered ad- 
vanced. An economist reading this material has the feeling on almost every 
page that he is in a completely familiar territory, and that the conclusions 
reached are quite in accord with “sound” doctrine. 

All this is to be explained, of course, by the fact that this volume was not 
written for the professional economist, but rather for the layman. As we are 
told in the foreword the Fund is endeavoring here to meet what “‘. . . seemed to 
be a real need for an objective review of these problems and policies for the lay 
reader.” It follows that it is toward this context that any judgments of ours 


1 American Economic Review, June 1947, pp. 287-302. 
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must be directed. How well has Professor Hart succeeded in “educating” the 
non-economist about the economics of mobilization for readiness? 

For one thing, Professor Hart makes it quite plain that we often rail against 
inflation for the wrong reasons. How often it is said that inflation is bad because 
it reduces the standard of living of the average person, or because the buying 
power of fixed incomes is reduced. On the one hand, says Professor Hart, it is 
not inflation but the needs of the defense economy that causes living standards 
to fall. And on the other hand, inflation can even produce economic benefits in 
a period such as this by putting pressure on fixed-income receivers to find more 
urgent occupations. No, the real case against inflation consists of a number of 
subtle ways in which it reduces output, including the distrust and conflict that 
are engendered within the nation. 

For another thing, Professor Hart is helpfully emphatic on the point that 
increased output is not invariably a remedy for inflation. Usually, adding to 
output involves adding to income as well; if this added income is not all saved 
the “inflationary gap” is not closed. Furthermore, he points out that even if 
this were not true we are not in the same position as we were in 1941 as far as 
the possibility of iicreasing output is concerned. 

Still a third point at which Professor Hart stands out against a very common 
lay view is in the matter of the delay in public action against inflation after the 
mobilization effort got under way. Why, the frustrated man-in-the-street often 
wants to know, did the government not install price controls immediately in- 
stead of waiting until we were already caught up in the chaos of inflation? This 
can be explained quite simply. Scattered but substantial increases in both in- 
comes and prices are probably necessary to allow a free enterprise economy to 
get off to a fast start in a mobilization effort, and taxation of a character to 
ofiset this fact from the standpoint of inflation would in all likelihood have 
served as an offset in the area of production as well. 

It should not be thought that this book is in any sense a series of lay ques- 
tions and economist answers. Nothing, I am sure, is further from the author’s 
intention. The items mentioned are simply samples of the kinds of answers that 
the careful lay reader can find to some of the questions that he frequently asks. 
The book itself is a straight-forward, balanced, and restrained presentation of 
the economic “facts of life” insofar as the economics of mobilization is concerned. 
By way of more fundamental matters the lay reader can learn from this book 
some things about the economic difference between mobilization for readiness 
and mobilization for total war, the nature and significance of “the hump” in 
connection with mobilization, the two sides (cost and demand) of the process 
of inflation, the possibilities and difficulties connected with specific kinds of 
controls, and the sorts of things professional economists feel should and should 
not be done by the government. 

All in all there is reason for feeling that Professor Hart and the Twentieth 
Century Fund have contributed something very worthwhile here to the eco- 
nomic education of the lay person. Perhaps the most wholesome aspect of what 
they have done is to bring to the surface in a number of places the essential 
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political nature of the entire inflation issue. This is nowhere more evident— 
although in a negative way—than in the complete absence of recommendations 
of an extreme nature such as often make their way into economic writing, and 
which indicate a lack of political realism on the part of the writer. Political 
awareness of the sort here demonstrated is not one of the modern economists’ 
most typical virtues. 

Having said this, however, it still seems necessary to add that the political 
problem is even so too much submerged beneath the technical economic details 
even for an economic discussion. Specifically, in one part of the book it is em- 
phasized that one of the chief objections to inflation is the fact that it damages 
our capacity to cooperate with one another for most effective accomplishment 
of the task at hand. In another part of the book it is stressed that we can only 
succeed in our anti-inflation endeavors insofar as we are willing to cooperate 
with one another. Had these two thoughts been put side by side at some point 
in the book the magnitude of the political problem would have come much 
closer to the awareness-level of the reader. But even this does not do this prob- 
lem full justice. If, in addition, it must be argued that from an economic point 
of view a limited amount of inflation is actually helpful, and if it is true that 
mobilization in an economy such as ours contains an inherent bias toward re- 
distribution of real income in favor of business concerns and the more well-to-do 
members of the economic community, it is quite obvious even to the layman 
that there is here a political issue of almost overwhelming proportions. I per- 
sonally feel rather strongly that ar «conomic discussion of defense oriented in 
the direction of policy recommendations should make more of a point of this 
aspect of the issue than this book has done. 

University of Georgia Howarp R. Smita 


Industrial Pricing and Market Practices. By Alfred R. Oxenfeldt. New York: 

Prentice-Hall, 1951. Pp. 602. $7.65 ($4.75 to schools). 

Professor Oxenfeldt’s book is concerned with the actual procedures involved 
in pricing industrial products and the relationship between these processes and 
prevailing price theory. ‘Everything is subordinated to the objective of ex- 
plaining price behavior in the world of reality.”” Recent contributions to price 
theory, recent studies of pricing and marketing practices, and recent govern- 
mental policy are summarized. 

The volume is well-organized for ready reference, since in addition to the 
usual table of contents a detailed outline prefaces each chapter and a summary 
and conclusion follow each chapter. ‘Public Policy Recommendations” and 
“Conclusions” are the titles of the last two chapters. 

An insistent theme of this book is that prices are set by people and not, even 
in the most competitive markets, by automatic and impersonal forces; hence, 
prices are subject to all the whim, error, tradition, and ethics (in varying pro- 
portions) that characterize all human behavior. At times the author finds almost 
indifference to pricing problems among businessmen. He doubts if prices are the 
major instrument of market policy. Businessmen are less interested in maxi- 
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mizing profits than is generally supposed; they rarely charge “all the traffic will 
bear.” 

The author identifies himself with those who feel that the term “free enter- 
prise” no longer describes or even approximates the way in which industry 
actually operates. ‘Few industries are completely free from cooperation or col- 
lusive practices of some sort,” and “No business is completely free of govern- 
ment influence upon price.” Oligopoly is found to be the most prevalent form 
of market, and oligopolistic prices are notoriously inflexible. 

As for the value of theoretical analysis, “Price theory is a valuable tool with- 
out which the foregoing analysis of price probably could not have been made; 
however, it does not have much descriptive or predictive value. It seems that 
the most important influences on price are either held constant or ruled away by 
price theory.” Specifically, prices can be understood only if conditions in a given 
firm, inter-firm influences, inter-industry influences and governmental influences 
are studied. 

Major industrial disorders are summarized as (1) waste of natural resources, 
due largely to excess capacity arising out of “excessive” pricing, (2) abridgement 
of personal economic freedom (not meaning, in this instance, by government, 
but by private firms), (3) inequality of political power and (4) unethical dis- 
tribution of income. While impressive, the author believes that the criticisms 
do not even approximate an indictment of our economic system as a whole. 
To the contrary, “... most industrial arrangements are essentially tolerable,” 
and adjustments give promise of measurable improvements. 

Since “Economic therapy is in its patent medicine stage,” the author makes 
public policy recommendations only as suggestions to be applied experimen- 
tally. Among these are: More training of “price-setters”’ in price theory; eco- 
nomic instead of judicial specialists on tribunals dealing with essentially eco- 
nomic phenomena; abandonment of the idea that dissolution and divestiture are 
the only correctives for excessive market power (monopoly); further experi- 
mentation along the lines of sellers’ cooperatives, with one or a few suppliers 
but numerous competitive distributors; and more use of “unused economic 
inventions” to mitigate or eliminate depressions. 

Some of the broad tentative conclusions suggested by the study are: (1) 
Businessmen heartily dislike ‘“‘pure competition”; (2) businessmen enjoy a much 
wider latitude in pricing and marketing practices, and in significantly influ- 
encing the economy than is generally supposed; (3) information on such things 
as scarce factors of production, marginal costs and marginal revenues, demand 
and supply schedules (both for the firm and for the industry) is difficult or im- 
possible to obtain, and in any case the businessman shows very little interest 
in it. Hence, “. .. pricing is a recognized guessing game rather than a problem 
in exact calculations”; (4) while price-competition is decreasingly important, 
non-price rivalry among sellers seems irrepressible; (5) competition, far from 
being the unfailing servant of efficiency and the consumer, may also produce 
government-sanctioned cartels (as in coal), excessive selling costs, and excess 
capacity; (6) no simple solution of such problems as pricing, marketing, and 
monopoly is turned up by this study. 
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The author feared that his book was directed at too diverse a group of readers 
—‘hardheaded businessmen” on the one hand, and economic students and 
teachers on the other. Probably certain portions will, as a result, seem too 
“theoretical” to the “practical man,” or too “practical” to some theorisis. 
However, if one may assume that “hardheaded businessmen” benefit by con- 
tact with a broader context of economic and social thinking, while academic 
economists also gain by more frequent sallies into the melee of the marketplace, 
a valuable systhesis has been achieved by Professor Oxenfeldt. The book pro- 
vides the teacher of economics with a valuable store of actual marketing, pricing, 
and industrial experiences which should be useful in brining a more realistic 
and contemporary flavor to his courses. 

University of the South James E. THoroGoop 
Income and Employment Analysis. By Sidney Weintraub. New York: Pitman 

Publishing Corp., 1951. Pp. xi, 239. $2.00. 

Weintraub’s text is less concerned with income accounting than Ruggle’s 
National Income and Income Analysis, intended for a more advanced class than 
Morgan’s Income and Employment. About two-thirds of its pages are concerned 
with the determinants of aggregate demand and with “the income equilibrium.” 
Both terminology and leading theoretical conclusions are Keynesian. Thus, § 
and I are given ex post definitions, the liquidity-preference is preferred to the 
loanable-funds theory of interest, and wage movements are said to have little 
effect except upon the price level and the consumption function. However, 
many of the lesser conclusions are derived from writings critical of, or supple- 
mentary to, The General Theory. Among others, Pigou, Modigliani, and Harrod 
have influenced the book’s contents. 

Teachers using Income and Employmeni Analysis as a text will find that what 
it principally offers is a guide and partial summary. Its brevity prevents ex- 
tended discussion of controversial questions, and its author’s purposes appar- 
ently rule out other than very brief consideration of “period analysis” and 
“structural” problems. Most advanced undergraduates should be able to follow 
th author’s reasoning, although they may prefer a less abstract treatment and 

uy ir a few places be frightened by strings of equations and unfamiliar dia- 
~ 7.10 

For the average economist, the book’s major contribution is probably found 
in Chapter 12, where Weintraub expounds a Keynesian theory of price-level 
movement. This analysis is weakened, however, by the author’s tying it to a 
dubious assumption concerning the typical shape of cost curves. The book’s 
logic is weakest in its calculations of full-employment income and in the reasons 
given for dismissing theories of induced wage changes. The offered definition of 
optimum employment is very curious. 


Indiana University Henry M. Otiver, JR. 


National Income Behavior: An Introduction to Algebraic Analysis. By Thomas C. 
Schelling. New York: McGraw-Hill Book Co., 1951. Pp. x, 291. $4.50. 
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The author gives two purposes for his book. First, he seeks to acquaint those 
not well-tutored mathematically with the algebra of national income analysis. 
Second, he attempts to develop “the basic analytical problems in the theory of 
national-income behavior.” A fair background in general economic analysis is 
presupposed. 

Mathematically speaking, the first purpose is achieved remarkably well, even 
though the author foregoes by choice the calculus, the use of which would have 
aided him immeasurably in the analysis of change. The entire contents of the 
book should be assimilable by anyone possessing a background in elementary 
mathematicaly analysis. Indeed, the reviewer found in it an excellent refresher 
upon the reduction and solution of systems of equations, as well as an introduc- 
tion to the algebra of national-income behavior. To those who have not been 
given a foundation in the application of difference equations to process or se- 
quence analysis and the solution of systems embracing time dimensions, the 
book should prove to be a boon. On that score alone the author has made a 
creditable contribution. 

The second purpose has not been as admirably fulfilled as the first. There are 
especially those defects which arise from the almost manipulative character of 
a book of this nature. 

Among others, it may be mentioned that the behavioral aspects take on a 
substantially deterministic and positivistic character. Statistically, there is not 
even a treatment of variability. Although time is given a prominent place in 
several systems of structural equations, the equations are derived non-stochastic- 
ally. Or, in the analysis of national income, the effects, for example, upon con- 
sumption of the variability of income among the income classes is slighted; only 
a narrow construction of functional distribution is included. 

The expansion upon the algebra of the “stability” or “compatibility” of the 
systems is the best that has come to this reviewer’s attention. But the criteria 
of equilibrium are given a circumscribed, logico-mathematical rather than an 
economic meaning. They are predominantly operational in character so that the 
process by which change originates is pushed far into the background. 

As a rule, change in the system variables is engineered around ‘“‘a zero level,” 
rather than from a theoretical secular trend. The effect is to minimize income 
expansion as a growth problem and to render the systems as linear structural 
relations. Self-generating and self-perpetuating periodic fluctuations are there- 
fore excluded from the various systems. 

The discussion of the method of “identification” is also inadequate, in view 
of the nature of the book. Future editions should expand upon this subject 
particularly. 

Finally, while the reviewer himself is most sympathetic with the efforts cast 
in the direction of national-income analysis and its mathematical expression, he is 
somewhat skeptical that they are or have been problem-solving, given con- 
temporary construction of the systems. He is apprehensive that the uninitiate 
will take these constructions too seriously and that they will not realize how in- 
strumentalistic and operationalistic certain interpretations of the nature of 











248 BOOK REVIEWS 


Keynesian economics can become. On this score, he is one with the late Lord 
Keynes, who in his General Theory (pp. 297-98) warned of these dangers: 


... they [the mathematical methods] expressly assume strict independence between 
the factors involved and lose all their cogency and authority if this hypothesis is dis- 
allowed; whereas, in ordinary discourse, where we are not blindly manipulating but know 
all the time what we are doing and what the words mean, we can keep ‘at the back of our 
heads’ the necessary reserves and qualifications and the adjustments which we shall 
have to make later on, in a way in which we cannot keep complicated partial differentials 
‘at the back’ of several pages of algebra which assume that they all vanish. 


None the less, no student of national income analysis should fail to read Dr. 
Schelling’s book. Much of positive value is to be gained from its careful study. 
It is hoped that future revisions will give it mellowness and breadth; it could 
then become a classic. 


Emory University Ernst W. Swanson 


Principles of Economics. By Carl Menger. Translated and edited by James 
Dingwall and Bert F. Hoselitz. Glencoe, Ill.: Free Press, 1950. Pp. 328. $5.00. 
This book is a much-needed English translation of the somewhat slender but 

epoch-making volume by Carl Menger. Although it was published in Vienna as 
far back as 1871, it has never before been translated into English despite its 
importance in the development of economics. The translators suggest that an 
explanation for the failure to translate it before might lie in the fact that because 
it is more than normally difficult to translate, earlier attempts to do so may have 
been discouraged. Menger coined new expressions for which there had hitherto 
been no exact equivalents in the German economic literature. Moreover, his 
style is unusually cumbersome, even for German. 

Menger refused to permit later reprints of the book in German on the ground 
that he was engaged in revising it. However, for several reasons he never com- 
pleted this task. One reason was his extreme care in preparing the manuscript, 
another was the demands of his teaching program, and another was the pressure 
of other work, including that in connection with the Austrian monetary problems 
of the eighties. A second German edition was, however, eventually published in 
Vienna in 1923, two years after his death. 

The importance of the book scarcely needs to be emphasized. Jevons had 
stated the utility principle before, but his book was published in the same year 
as Menger’s. Walras followed somewhat later. Although he was therefore not 
alone in developing the theory of diminishing utility, Menger nevertheless ex- 
erted a special influence through his students, several of whom became outstand- 
ing economists. Together with Menger they constitute the so-called Austrian 
School of economists of which Menger is therefore of course the founder. The 
term marginal utility was later introduced by one of them, F. von Wieser. 

The development of subjective value theory represented a challenge of the 
first importance to the classical cost theories and particularly to the socialist 
theories of labor-power as the source of value. The task of reconciling what some- 
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times appeared to be an excessive stress on demand on the part of the Austrians 
and the more or less exclusive analysis of value in terms of cost or supply on the 
part of the classical writers remained for neo-classical writers to pursue. 

The foregoing comments cover familiar ground. However, there seems to be 
an importance to the Austrian School which often appears to be overlooked by 
American economists. The various writers, from Menger through von Wieser, 
Boéhm-Bawerk, von Mises, and Hayek, have developed their views by careful 
reasoning and with due regard for what, taken together, may be called Austrian 
theory. In the development of their views regarding capital, interest, business 
fluctuations, and the nature of the economic system there is a logical cohesive- 
ness which might well be understood more widely. Frequently only fragments 
of their views are presented for critical evaluation and attack. This is well il- 
lustrated in a general way by the criticism which the opposition on the part of 
Mises and Hayek to interventionism and socialism generally evokes in some 
quarters. Although their opposition is entirely consistent with their own system 
of thought, their opponents have not attacked the logical structure as such. 

Publication of this translation will help to make possible a more systematic 
study of Austrian theory by American economists. Practically all of the basic 
works of the School are now available in English and it should be possible to 
come to a much better understanding of the significance of the noteworthy con- 
tributions to economic science by the different individuals as well as by the group 
as a whole. Although candidates for the doctorate are required to read French 
and German, they often do whatever minimum they think they can get by on, 
largely because of the pressure to read so much in English, a good deal of which 
could be dispensed with but of course is not. 

The present translation has been carefully done and the notations of various 
sorts are clear and helpful. All in all, the translators have done a scholarly piece 
of work. Although the book will be extremely useful for graduate students, it 
will undoubtedly also appeal to economists who have passed that stage. Professor 
F. H. Knight’s introduction adds to the book’s value. 

Norwich University ALFRED BoRNEMANN 


Basic Economics. By Broadus Mitchell and others. New York: William Sloane 

Associates, 1951. Pp. vi, 502. $3.75. 

This is an introductory textbook intended primarily for a one-semester course 
taught for students who are likely to take only one course in economics. It has 
been adapted from the authors’ fuller text, Economics: Experience and Analysis. 
The adaptation is achieved by using sections four, five, and six of the earlier 
text with several chapters omitted. The final product is a text of 23 chapters 
which an instructor can cover in a 3-hour semester or a 5-hour quarter course. 

The text is well written in a non-technical language with a minimum of charts, 
graphs, and statistical tables. It is strictly non-mathematical and requires little 
sustained theoretical reasoning. The main emphasis is upon ‘‘Macro-economics” ; 
however, one chapter on “Markets and Price-Determination” and another on 
“The Maximum Profit Position of the Firm” are included. Thus, in the treat- 
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ment of “micro-economics,” completeness has been greatly sacrificed for brevity. 
This reviewer would be unwilling to limit the study of the principles involved in 
organizing and operating the individual business firm to this extent. This is, of 
course, a personal viewpoint. Certainly instructors have a difficult task in out- 
lining a one-semester course in economics. 

Throughout the book, the central theme is the attainment of continuous full 
employment of labor. Because private enterprise is subject to the disease of 
violent recurrent fluctuations, we can no longer rely upon prices as a directive 
of our economy. Periods of mass unemployment are bound to occur. ““The most 
promising suggestion for meeting the problem of unemployment is. . . the ‘new 
economics,’ ... [which] would impose the primary responsibility for full em- 
ployment on the central (federal) government. That government would make 
all fiscal decisions (concerning taxes, expenditures, fiscal administration) with the 
intent of reducing fluctuations in the volume of production and employment.” 
Such a fiscal policy has its perils, “... but any course of action involves risks, 
and a circumspect but resolute full-employment program is a lesser risk than 
mass unemployment.” 

It is unlikely that many people would disagree over the desirability of main- 
taining a high level of employment. Rather, disagreement will arise on 
the methods employed to attain this objective. Apparently, the authors believe 
that direct controls are not necessary, and they should be avoided. “The govern- 
ment can plan a given level for each major aggregate, but leave to industry and 
the consuming public decisions as to the quantities of specific items within the 
aggregate .... Their choice may or may not conform to planning opinion of 
what is most desirable, but the size of the aggregate ensures full employment.” 
Certainly this raises the question of whether governmental planning could or 
would be limited in such a manner. 

One passage in the chapter, “Rents and Profits,’”’ page 260, warrants criticism 
in any review of this book. 


It may be that private enterprise, in the most important sectors of the economy, is 
waning beyond the point where it can be revived either by assult on monopoly or by 
direct aid to competition and individual initiative. It may be that profits, instead of 
accruing to private enterprise, will inure to public enterprise. Developments in Britain 
and elsewhere following World War II strongly suggest that social planning will pro- 
gressively supersede the hit-or-miss economv, which has survived longest in this country. 
That and similar experiments seem to show that public enterprise is surer and more 
resourceful than private enterprise can be, and that the national and even the interna- 
tional community will arrive at security and progress by no other means. 


This reviewer would certainly disagree with this statement, and he believes 


there are a number of other teachers of economics who will join him in this dis- 
agreement. 


Virginia Polytechnic Institute W. L. Grpson, Jr. 


Social Choice and Individual Values. By Kenneth J. Arrow. New York: John 
Wiley and Sons, 1951. Pp. xi, 99. $2.50. 


If there is a fundamental social problem, surely it is the problem of organizing 
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society in accordance with the preferences of the members of society. Stating 
this problem in very general terms, Professor Arrow explores the possibility of 
there being a solution. 

To undertake this exploration, the author postulates a series of alternative 
social states among which the individual members of society have preferences. 
The problem then is to prescribe a social welfare function, i.e., a rule or method 
for choosing the social state that is in accordance with the preferences of in- 
dividuals. The social welfare function must comply with certain value judge- 
ments or assumptions believed to be generally accepted: It should reflect the 
choices of individuals; it should not arbitrarily prohibit the choice of one or more 
of the alternatives, nor should it be dictated contrary to the wishes of the in- 
dividuals. 

Arrow shows that under the foregoing restrictions no social welfare function is 
possible except in the trivial case of unanimity. A social welfare function pro- 
hibits some choices or is dictated. Even the method of majority rule fails except 
under certain overly simple assumptions; the market does not produce an op- 
timum. This impasse turns Arrow to a consideration of a Kantian moral impera- 
tive for ordering the social states, but he seems dubious of twentieth-century 
.olk mustering the faith needed for acceptance of a moral imperative. His final 
suggestion is the possibility of an ordering based on “partial unanimity.” Al- 
though this is admittedly a rather vague concept, it offers a basis for further in- 
vestigation. 

The method of proof used in this work is that of symbolic logic. For those not 
skilled in this methodology, this is a difficult book. For anyone it is a rewarding 
book. 

University of North Carolina R. W. Provuts 


World Trade and Investment: The Economics of Interdependence. By Donald Baily 
Marsh. New York: Harcourt, Brace and Co., 1951. Pp. xvi, 594, $5.50. 
The purpose of this book is to serve as an undergraduate textbook. The book 

is quite definitely not in the freshman or sophomore category. However, the 

author states that, “I have enough respect for this great captive audience to 
avoid what I consider the most insidious temptation of the textbook written: 
to write down, presumably to something called the ‘undergraduate level.’ ” 

The body is divided into three sections: Survey, Theory, and Policy. The 
basic subject treatment is traditional, though the theory is heavily supplemented 
by modern economics. The national-income accounting approach is used in deal- 
ing with international prices, income flows and balance-of-payments equilibrium. 

The Keynesian multiplier theory is found in the author’s foreign-trade analysis. 

Comparative costs and international values are presented in terms of the Hick- 

sian indifference-curve analysis. The influence of monopoly and monopolistic 

competition in foreign trade is dealt with in detail, the use of graphs being of 
considerable assistance. 

The author’s lucid and interesting section on policy has been done in a descrip- 
tive but critical manner. In it he traces the dollar shortage and exchange controls 
prior to World War II up to the present time; the various attempts at restoring 
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international trade harmony through such medias as trade conferences, reciprocal 
trade agreements, the Import-Export Bank, the International Monetary Fund, 
the International Bank for Reconstruction and Development, and the Interna- 
tional Trade Organization. Finally, the problems and possibilities of international 
investment are discussed. 

In appraising this work, one must appreciate the ability and scholarship ex- 
hibited by the author. On the other hand, it is necessary to consider a book de- 
signed for text use from the instructor’s and student’s points of view. Instructors 
should find the book readable and teachable. Those favoring the employment of 
the national income theory, the multiplier theory and indifference curves will be 
delighted. There are, though, many economists who enjoy the mental stimulation 
of these approaches but feel that so much stress placed upon them is not war- 
ranted. 

Respecting the student, a course, for which this book is designed as the text, 
would normally be given to juniors or seniors. This being so, it might be presumed 
that such students would already have obtained an understanding of modern 
economic thought. Consequently, the part devoted to a detailed presentation 
of national-income accounting might have been limited to a refreshment of past 
learning. Further, business schools, generally, tend to favor a factual rather than 
a theoretical treatment of international trade. For good or for bad, students tend 
to favor the factual type of text. 

The policy section, not stated so theoretically, ought to be of great interest 
to the lay reader who desires a good understanding of past and present world 
trade policy. 

Louisiana Polytechnic Institute Wisur T. Meek 


The Growth of the American Economy. Edited by Harold F. Williamson. New 

York: Prentice-Hall, 1951. Pp. xi, 946. $5.75. 

This is the second edition of a volume originally published in 1944. At the 
time it represented a substantial departure from the traditional methods of pre- 
senting material in the field of economic history, since it had been customary to 
present either a collection of readings, or an integrated text written by one or 
more persons. The format and organization of this edition are much the same as 
the first. Originally, the work consisted of 32 separate essays, written by 26 
authors, both economists and historians being represented. Each possessed ‘“‘spe- 
cial competence” in the phase of American economic development upon which 
he writes. The present volume consists of 48 essays written by 27 such writers. 

In this volume as in the first, the essays comprise a series of topical studies on 
various fields of our economic development, arranged generally in a chronological 
manner. However, the main chronological divisions have been changed in the 
present volume. Following the introduction there are four major sections. The 
first section, entitled ‘“The Colonial Period,” consists of four essays. It begins 
with the European background of American settlement and extends to 1789. 
The second section, entitled ‘“Early National Period, 1789-1865,” consists of 12 
essays; the third entitled simply “11865-1918” is self-explanatory, and consists 
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of 18 essays, while the final section “1919-1950” contains 14 essays. Each sec- 
tion is concluded by an analysis of the performance of the economy in the period 
covered. 

The choice of these particular periods may be subject to some criticism, al- 
though admittedly a case can be made for them. However, the beginning and 
end of each seems to hang largely on political and/or military considerations. 
The choice of 1789 as the end of the colonial period except, of course, in a purely 
political sense, is particularly dubious. A colonial sort of relationship is just as 
much an economic as a political relationship. In this sense, the colonial period 
carried over into the period of political nationalism at least until 1820 and possi- 
bly later. As a matter of fact, this view seems to be recognized by the editor in 
his introduction to Part 3. 

Aside from this, there are two principal points of difference between this volume 
and its predecessor. First, a study of the marketing processes, which have oc- 
cupied a position of increasing relative and quantitative importance in our 
economy, has been included. Second, the original essays have been re-examined 
and where made necessary by the latest research, have been reorganized, re- 
written, or extended. 

An objection to the topical method of treatment itself might be made. In de- 
fense of such a method it may be said that the field of study is so large that no 
one person is competent to deal completely and authoritatively with it as a whole. 
The only possible method by which such a difficulty can be overcome is the one 
which has been adopted here. To the usual charge that the latter method sacrifices 
continuity it may be answered that the gain to be made by better treatment of 
the various aspects of American economic development, using this method, out- 
weighs any such possible loss. 

Taken together the essays in this volume give the reader a comprehensive 
picture of the development of the American economy. The emphasis is on change, 
and very properly so since change characterizes institutions. This contrasts 
somewhat with the more static approach which is generally employed by eco- 
nomic theory. This work should be most useful as a text for the use of under- 
graduates in a one or two semester introductory course. For the student who 
is unlikely to pursue the subject farther, it will probably be particularly well 
suited, since it tends to give a comprehensive view, stressing the present but at 
the same time maintaining perspective by emphasizing the continuity of the de- 
velopment of our economic institutions. 

The quality of the various essays in this volume, in the light of the purpose 
in mind, can only be described as excellent. Each is designed as an introduction 
to the subject and, therefore, must necessarily be confined to broad aspects. 
Each essay is also accompanied by a short but well selected bibliography of 
articles and monographs which provide source material for further study. In 
addition, the footnote references are well designed to invite additional study of 
particular parts of the subject. Thus, it is useful not only in giving a short sum- 
mary and analysis of a particular field for the period covered, but may also be 
used by the student as a starting point for indulging his further interests, and as 
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a ready reference for the scholar in other fields who is in need of general informa- 
tion in the field covered by the study. The authors and the editor are to be com- 
plimented on the production of a useful book. 

University of South Carolina A. G. Smira, JR. 


Twentieth Century Economic History of Europe. By Paul Alpert. New York: Henry 

Schuman, 1950. Pp. xiv, 446. $6.00. 

Economic supremacy of England during the nineteenth century (1815-1914) 
was due, in part, to the earlier industrialization of England. Other important 
factors, not listed in order of decreasing importance, were that London was the 
financial center of the world; the pound sterling approached being an interna- 
tional monetary unit; the predominance of the English merchant marine; and 
the fact that England was the greatest exporting-importing nation in the world. 

During the same century the economic development of France was much 
slower, due, in part, to the psychological make-up of the French. They were in- 
clined to be much more interested in politics than they were in improving their 
means of earning a living. France refused to sacrifice its agriculture to prospects 
of increased foreign trade and industrial exports. 

Probably the chief cause in the rise of Germany after its economic and political 
unification in 1870 was its application of science to industry and to agriculture. 
The German state also contributed a guiding hand in the encouragement given 
the cartel form of monopoly combination. In becoming the largest industrial 
nation of continental Europe, Germany did not sacrifice its agriculture to in- 
dustry. 

Russia is the last of the powerful nations of Europe to become industrialized. 
Little progress in that direction was made until after the abolition of peasant 
serfdom in 1861 and the building of railroads. Industrialization in Russia re- 
sulted in the creation of a small class of extremely wealthy merchants and manu- 
facturers, a middle class of engineers and technicians of limited influence and a 
proletariat which was not large in proportion to the entire population but which 
was concentrated in a few large cities and industrial areas. 

It was this proletariat with no traditions behind it that was fertile to the ac- 
ceptance of Marxism. 

The impact of World War II upon European economy was so heavy and de- 
structive of life and social and economic institutions that serious maladjustments 
were caused, some of which tended to become permanent. It is with these malad- 
justments and attempts to correct them in each country that much of the book 
deals. 

Futile attempts after 1918 to restore pre-war relationships and activities gave 
rise to conditions that led to economic collapse in 1929. It was the positive pro- 
gram of rebuilding Germany and England that enabled them to surpass France 
in the following decade. While recovery in Germany was accomplished through 
totalitarian techniques, England restored her economy through methods of 
democratic cooperation. It may have been this essential difference in method and 
in spirit that spelled victory for the Allies, defeat for the Central Powers. This 
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difference was manifest not only in the preparation for war, but, also, in its con- 
duct. 

After World War II, changes in the social structure of European countries 
were not due, primarily, to the general acceptance of socialist doctrines, but 
rather to an accumulation of causes that may be summarized in terms of a de- 
fense against totalitarianism. 

After discussing the problems of Germany, the Marshall Plan, the dollar 
shortage, and the devaluation of the currencies of Western European countries, 
Alpert presents the Schuman Plan as a substitute of economic cooperation for 
economic nationalism and strife between nations. 

The book is unique among economic histories in that there is ne bibliography, 
nor are there footnotes to guide interested readers to source materials. 

University of Florida Frank W. TvurtLe 


Ten Great Economists: From Marz to Keynes. By Joseph A. Schumpeter. New 

York: Oxford University Press, 1951. Pp. xiv, 305. $4.75. 

Elizabeth Boody Schumpeter arranged for this welcome selection from Pro- 
fessor Schumpeter’s previously published studies. With the exception of the es- 
say on Marx, however, Schumpeter himself chose the articles to be included. 
The masterly interpretation of Marx is a reprint of Part I of Capitalism, Socialism 
and Democracy. The other twelve (including three in an appendix) were all 
written in celebration of an anniversary or on the occasion of the death of an 
economist. With the exception of the early essays on Walras, Menger, and Béhm- 
Bawerk, which are here translated from the German for the first time,! all of the 
main articles appeared in the 1940’s in Americar journals. The very short essays 
on Knapp, von Wieser, and Bortkiewicz in the appendix were written between 
1926 and 1932 for the Economic Journal. The most recent paper is the one on 
Mitchell, which was prepared two weeks before Schumpeter’s death. Except for 
Marx, Schumpeter knew personally all of the men included in this book, but he 
knew very well only von Wieser, Bdhm-Bawerk, and Taussig. Although there 
are many passages which illuminate the character of the men considered, this is 
not a book of personal recollections; it is rather a rare elucidation and evaluation 
of ten chapters in the history of economic thought. 

Much has been written in recent months about Schumpeter’s insight and 
understanding. Seeing these essays collected together so that they can be read 
as a single study, one is doubly impressed with his unparalleled talents for this 
type of work. There may never be another man of such stature who writes from 
so intimate and detailed, as well as so profound, an understanding of the history 
of economic thought. He loves the show and reports on it with the deepest 
sympathy for the men and their problems. His perspective is that of a scholar 
in the best sense; his is not a reinterpretation of history in the light of his own 
doctrine. Occasionally, he perhaps exaggerates the importance of a particular 
figure by giving full credit for what he was trying to do rather than what he did, 
and by emphasizing the importance of his type of work rather than his work 


1 The original study of Béhm-Bawerk has also been abridged. 
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itself. I think this is true in his treatment of Irving Fisher and, to some extent, 
of Béhm-Bawerk. Certainly, he does not under-praise anyone.? This is not to 
minimize his critical talents, shown, for exaraple, in his treatment of Keynes, 
and I think he exhibits unusual sanity in his handling of Mitchell, around whose 
work so many methodological storms have raged. His knowledge is enormous: 
in the case of each figure studied he works easily and smoothly through all the 
major and most of the minor works of his career, usually including comments 
on the principal critical literature. The book has value as a reference work. 

Schumpeter looks on the history of economic thought as an intellectual ad- 
venture, and he works from the vantage point of an explicit understanding of 
the nature and purposes of intellectual activity, which is rare in all ages, and 
which is perhaps especially unusual among men who have themselves engaged in 
creative activity. The book is full of methodological comments and insights,’ 
which add greatly to the accuracy of his appraisals and his unerring choice of 
what to emphasize. It may be, however, that he is neglectful of “truth” as a 
criterion. I wonder if there is any significance in the fact that he so often refers 
to the work of a thinker as a great “performance’”—the spectacle aspect may be 
overdone. In Schumpeter’s wide tolerance, there is a minimization of the possi- 
bility of choice or decision based on truth, particularly with respect to basic 
issues. This may be what caused him to suppress his own idea of “the good.” 
Even with respect to particular matters of analysis, he applies the term “‘scien- 
tific’’—a watered-down substitute for “truth’’—with a noticeable absence of dis- 
crimination. He remarks that Fisher tailored the “scientific” base of his work 
to his crusading needs. He then says: “I have no wish to pursue the subject of 
economists’ crusading any further. Let me, however, ask the reader: in this case 
at least, if in no other, what did Fisher himself, or economics, or this country, or 
the world gain by this crusade?” But Fisher’s crusade was not really “scientific” 
—it was not grounded on the truth. There is no reason to believe that the good 
cannot be derived from the true. 

It is this very tolerance itself, however, this full-blooded, impartial under- 
standing of thinkers and their aims and role, which makes Schumpeter so supreme 
as an historian for economics. It may well be that the forthcoming History of 
Economic Analysis will prove to be the best vehicle for passing on the fruits of 
this many-sided personality to future generations. 

Vanderbilt University Ewine P. SHAHAN 


Great Issues. Edited by Stuart Gerry Brown. New York: Harper & Bros., 1951. 

Pp. viii, 578. $3.00. 

The sub-title of this book is: “The Making of Current American Policy,” but 
this is somewhat misleading. The six authors have attempted much more. Ameri- 
can policy as such occupies only a minor portion of the book. 

Included by the authors are descriptions of the evolutionary development of 


2 This, of course, is partly due to the circumstances under which these essays were 
written. More important, in my opinion, is Schumpeter’s sympathetic understanding of 
the past. 

3 See especially the essays on Marx, Pareto, and Bbhm-Bawerk. 
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political and economic institutions and of cultural attitudes in the countries 
participating in the current struggle for survival and dominance. The United 
States, the Soviet Union, Britain, and China receive the most complete con- 
sideration. France, Italy and Germany are more briefly treated. For each country 
current policies are emphasized in terms of historical perspective. 

The treatment afforded China by Professor Taylor is typical. After a brief 
economic survey of China the author has turned his attention to the historical 
evolution of modern Chinese institutions. The retarding influence of Confucianism 
is described as follows: “The Great Teacher did not make pronouncements as 
to God or an afterlife. He made no attempt to create a system, but only to 
systematize the moral experience of the past; to get back to the ideal life rather 
then go forward to it” (p. 409). Other factors which account for China’s retarded 
development include the age-old civil service system based upon a knowledge 
of the Confucian classics and the century old custom of corruption and graft on 
the part of officials. These and other forces leave their imprint upon the China 
of today. 

In spite of the Communist threat to Asia, Professor Taylor feels that “... 
fascism is a latent power against which all freedom-loving people everywhere 
must be on their guard” (p. 462). A similar warning is given by Professor Blake 
regarding Germany, “Anticommunism, however, is never an adequate guarantee 
of democracy: it leads, indeed, all too often to authoritarian conservatism’’ (p. 
356). These and other statements make it clear that the authors are aware of 
the danger of authoritarianism from the right as well as from the left. 

The last four chapters (there are 26 chapters in the book) trace the develop- 
ment of American foreign policy. The book ends with an appeal for an informed 
and active citizenry, willing to pay the costs (taxes) of “containment,” and for 
an extension of racial democracy at home. 

Great Issues is inteded as a college text, but few schools will offer courses for 
which it is specifically suited. At the same time, students and others interested 
in understanding the cultural origin of many present-day international tensions 
will find here a few hours of profitable reading. Probably the main advantage of 
this book is that it is not an economic text nor a political science text but a social 
science text in the broad sense of the term. Some readers will deplore the omission 
of consideration of the Middle and Near-East, the all too brief treatment of 
France, Germany, and Italy. Some readers may question certain assumptions 
of the authors and even their objectivity. But, on the whole, most will agree 
that the book is well suited to its intended task. 

University of Kentucky Joun T. Masten 


Economic Systems: A Comparative Analysis. By George N. Halm. New York: 

Rinehart and Co., 1951. Pp. x, 438. $4.50. 

This is a text for a college course in comparative economic systems with em- 
phasis on “ .. . theoretical analysis rather than on a description of the economies 
of various countries” (p. v). There are two principles emphasized in the book: 
(1) “The advantages of individualism, which Keynes set forth so beautifully in 
the last chapter of his General Theory” (p. 419). (2) The importance of the pricing 
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process in determining the outcome of issues that, left to a central authority, 
become mere arbitrary decisions (p. 214). 

In the light of these criteria the work proceeds in an orderly fashion to analyze 
the alternatives presented by the different systems. Part one is devoted to a 
description of the free exchange economy, to show “... . what capitalism would 
be like if it performed perfectly, on its own terms, without any admixture of 
alien elements” (p. 21). 

Part two is an outline of the operation of the capitalist economy and the 
crucial problems of distribution, productivity, monopoly, and employment. 

Part three is one of the best analyses of Marxian economics to be found among 
undergraduate textbooks. Chapter 11 of this part is notable for its clarity and 
conciseness. 

Part four is an outline of the theory of socialism in which terms are carefully 
defined, and the problems and claims of Socialists are reviewed and evaluated. 

Part five treats the background, the organization, and problems of the totali- 
tarian economies, Russia and Germany. 

Part six is devoted, in part, to a sympathetic yet critical appraisal of the 
British experiment. In addition, the problems of international trade under capi- 
talist and state controlled economies are considered. In the final chapter the 
“Road to Serfdom’” doctrine is appraised and, with a reverent bow to Lord 
Keynes, the book ends with a plea for the preservation of liberal capitalism. ‘Of 
course, a system which rests, in the main, on the price mechanism will mean a 
certain amount of insecurity for its members. But since a high level of employ- 
ment will remove those problems of insecurity . . . this price should not be too 
high for the advantages of individualism...” (p. 419). 

The strong features of this notable text far outweigh its weaknesses. A partial 
listing of the former would certainly include: (1) The book is teachable. For 
those instructors who like their texts to raise issues, to present points that need 
development in the give and take of the classroom, there is a wealth of material 
here. 

(2) It is an excellent plea to preserve what is sound in capitalism and yet to 
push on to a better world; e.g., this quotation: ‘Acceptance of Keynes’ criticism 
does not mean . . . that the Capitalist price system has to be discarded. It merely 
serves as a warning that the results of a private enterprise system may be less 
perfect than the classical doctrines suggest. The price system may need careful 
attention. ...The government ‘interference’ implied in this attitude is essen- 
tially not more ‘radical’ than the planning for competition which Hayek pro- 
poses” (p. 54). 

(3) The book has an excellent application of economic principles that stu- 
dents so often feel they can blissfully forget in June of the sophomore year. 

(4) It is a prophetic warning to those who seem to believe that central plan- 
ning cures all economic ills or reduces them to proportions manageable even by 
some government bureaus. 

On the liability side there are such defects as: (1) The book occasionally loses 
sight of the fact that it is written for the undergraduate student. Chapter four, 
dealing with Cassel’s equations will perplex 95 per cent of undergraduates and 
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by the author’s admission (p. v) may be omitted without loss. In a few*places a 
gem of this type emerges (developed in succeeding paragraphs): “Some theorists 
think it possible to overcome the difficulties of adequate calculation in socialism 
by reference to the possibility of an imputation of quantitative significances” 
(p. 218). 

(2) Lack of diagrams gives the student an inadequate understanding of the 
hierarchy of controls practised by the Russian state. 

(3) For the sake of brevity the author occasionally makes unqualified state- 
ments that may lead the student to false impressions; e.g., ““The transfer of in- 
come from taxpayers to bondholders may influence the economy favorably or 
unfavorably ... but a domestic public debt does not burden the people as a 
whole”’ (p. 129). 

(4) His brief account of the stagnation thesis needs much more elaboration. 

(5) While emphasizing that Russia is “still very far from communism in the 
Marxian sense” (p. 284) he fails to explain adequately the role that Marxian 
doctrine may play in current Soviet policy. 

Fortunately the weaknesses of the book are not fundamental; they are to a 
great degree stimuli to further study. Students of economic systems should be 
grateful to Professor Halm for contributing an outstanding book to a field re- 
quiring intensive study as never before. 

Washington and Lee University E. C. GrirFira 


Russia’s Soviet Economy. By Harry Schwartz. New York: Prentice-Hall, 1950. 

Pp. xxvi, 568. $6.65. 

The purpose of Professor Schwartz’s interesting, stimulating and occasionally 
profound study is to describe Russia’s Soviet economy as objectively as possible, 
to evaluate the mass of factual materials that he has collected, and to estimate 
the probable impact of the Russian economy on the world economy. This book 
contains more recent and pertinent facts concerning the Russian economic system 
than any other single volume of which this reviewer is aware. The author has 
been meticulously careful to evaluate his statistical data at every turn and to 
urge the reader’s caution concerning their validity. The book represents a pro- 
digious effort in searching for and sifting information from many sources, chiefly 
contemporary Russian publications and government reports. Seven excellent 
maps, six figures, 65 significant tables and 832 footnotes help the reader to ap- 
preciate the persistent toil that was necessary to collect the materials that made 
this book possible. The complexity of the task assayed by the author in his effort 
to interpret the economy of Soviet Russia is clearly indicated. The result is an 
excellent, informative, scholarly and readable book on a significant segment of 
the world’s current economic difficulties. 

Fifteen chapters comprise the volume. The first five deal with natural resources, 
historical and ideological backgrounds of the Soviet’s economic development and 
its national economic plans. Informed readers will find these introductory chap- 
ters traversing familiar ground. The chapters on industrial organization and 
production, organization of agriculture and agricultural production, transporta- 
tion and trade, provide the American student with background material neces- 
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sary for making a realistic comparison between the Soviet economy and other 
relatively free economic systems. One of the most significant analytical chapters 
describes the Soviet financial system. The role of price in the Russian economy 
is shown to be chiefly a means of control over ultimate consumption of what is 
produced. Prices are fixed by central planning authorities and since all industrial 
processes are conducted by government monopolies, money prices become ac- 
counting devices for keeping tab on the flow of materials in the whole closed 
system encompassed by the national economic plan. Professor Schwartz empha- 
sizes the fact that prices do not accurately reflect the relative scarcity of goods 
since production schedules do not follow consumer demand preferences. Price 
continues to play a role in the Russian economy for want of a workable substi- 
tute for such capitalistic devices as accounting procedures and exchange values 
expressed in money prices. The author makes the point that price fixing is an 
arbitrary procedure but fails to explain in any detail how the total price struc- 
ture is established and kept functioning. Data on such questions apparently elude 
even the most avid research scholars outside of the Russian system. It is con- 
ceivable that the whole Russian economy might operate on a basis of planned 
requisitions through the total productive process. It is only when the ultimate 
product is to be made available to consumers that a price system is of significance. 

The discussion of individual savings and investments and the appearance of 
profits for various government monopolies raises some questions of a theoretical 
nature that are not covered in the volume. In a fully communistic economy there 
would appear to be no valid reasons for permitting individual savings or invest- 
ments. Profits that accrue to government monopolies and savings and limited 
investments by individuals appear to indicate definite imperfections in the op- 
eration of the national economic plan. 

Prospects for the future of the Soviet Economy are cautiously estimated in 
the concluding chapter. If the assumptions of the author reflect the trend of 
historical development, his optimistic conclusion that Russia cannot achieve 
even the 1948 rate of United States per capita production by 1980 may prove 
true. However, Russia’s resources are as yet not fully known and far from fully 
developed. Technological improvements in production may also increase Russia’s 
production potential concurrently with the rapid exhaustion of some of America’s 
basic resources. If that were to occur, a much less optimistic estimate of the 
future for the free nations of the world would be in order. The author finds it 
difficult to be as objective in the concluding chapter as he has in previous chapters 
since the assumptions on which his estimates of the future are based are them- 
selves subjective. 

Minor criticisms may be levelled at the book without detracting from its solid 
worth. Economists should welcome this volume as a timely source of much needed 
factual information for an interpretation of world economic changes. It should 
fill a real need for a textbook in Russian Economics or Comparative Economic 
Systems courses. As a reference it will be useful in economics and political science 
courses. 


University of Alabama PauL W. PaustIAN 
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The Soviet State and its Inception. By Harry Best. New York: Philosophical 

Library, 1950. Pp. 448. $6.00. 

The author’s approach to the Russian problem is predominantly historical. 
After a few opening pages devoted to the outstanding geographic features of 
this vast country, Mr. Best traces the history of the Russian people from the 
seventh century A.D. up to the present time. In the course of this historical sur- 
vey the development of Russian agricultural, industrial, political, and cultural 
institutions is set forth with meticulous detail. 

Some of the highlights of this historical survey might be summarized as fol- 
lows: (1) The life story of the Russian colossus has been characterized—by many 
tricks of fate—contradictory trends and preponderantly tragic vicissitude. The 
Russian story is, in the main, anything but a happy story. (2) Western civiliza- 
tion owes a debt of gratitude to Russia for serving at an immense cost to herself 
as a bulwark against the vast Asiatic barbarian hordes that surged unceasingly 
against her eastern boundaries during the thirteenth and fourteenth centuries. 
(3) The vast stretches and intricate complexities of Russian political and social 
life make it very difficult to set up and maintain any central governmental ad- 
ministration for the country as a whole. (4) The Russian people have always 
lived under more or less autocratic political institutions. Their entire historical 
background is such as to make it extremely difficult for them to adjust to western 
democratic standards. 

When the author comes to compare Soviet economic institutions with those 
of Western Capitalist civilizations, he tries earnestly to maintain a position 
marked by balanced objectivity. He sets forth Soviet economic achievement in 
full measure—sometimes in glowing terms, but he never fails to indicate the 
cruel price paid by the Russian people for*those achievements. Moreover, more 
than once he seems to suggest that perhaps these achievements could have been 
realized with less drastic sacrifice. 

The author’s style suffers from various defects. There is too much repetition, 
and at times he assumes an over moralistic and exhortatory tone not quite con- 
sonant with a scientific, dispassionate approach to his problem. (Note especially 
in this connection pages 368-373 inclusive.) 

One rather material defect should be noted. In analyzing—in a rather con- 
demnatory manner—the Russian pre-war treaty with Nazi Germany he ap- 
parently fails even to mention the bearing of the Munich appeasement pact upon 
Russian policy. 

On the other hand, his analysis of Soviet departure from classical Marxist 
standards contained in Chapter XIX will well repay study. The same may be 
said for his summarization of Russian successes and failures found in Chapter 
XX, “The Soviet State and its General Appraisal.” 

All in all, Mr. Best has made a notable attempt to achieve an objective treat 
ment of a very controversial subject. 

Mercer University Artuur B. ANTHONY 
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Fifteenth Annual Report of the National Labor Relations Board for the Fiscal Year 
Ended June 30, 1950. Washington: Government Printing Office, 1951. Pp. xi, 
257. Paper, 60¢. 

The annual report of the National Labor Relations Board is a welcome relief 
from the many partisan charges and counter-charges concerning the Labor 
Management Relations Act of 1947. This report is a sober and well-documented 
presentation of the work of the Board for the fiscal year ending June 30, 1950. 
Of particular interest are the trends discernible in the operation and adminis- 
tration of the much-discussed Taft Hartley Act. All who are interested in labor 
relations should be familiar with this careful and excellent analysis of the govern- 
ment’s role in this dynamic field during the past year. 

University of North Carolina GERALD A. BARRETT 


The House of Labor. Edited by J. B. S. Hardman and Maurice F. Neufeld. New 

York: Prentice-Hall, 1951. Pp. xviii, 549. $5.75. 

“The House of Labor is the first full-sized, privately-produced book in which 
the ‘union staff’ dominates the writing. Union staff members, although not policy 
determinators, are nonetheless close to the process of policy shaping and, barring 
lack of willingness to try, they cannot help exercising influence. So they have a 
significant story to tell” (p. vi). 

Indeed, the union staff has a significant story, and here there is no lack of 
willingness and the story is well told. After Mr. Hardman and three colleagues 
set the stage with a portrayal of the state of the movement and the people in it, 
then follow discussions of the development, philosophies, and administration of 
labor in politics, union communications, research, welfare activities, adminis- 
tration, and education, largely by those doing the work. Exemplary of the con- 
tributors are Matthew Woll, Eric Peterson, Park Kennedy, Mark Starr, Solomon 
Barkin, and James Carey. 

These people do a fine job of portraying the day-to-day operations of their 
unions in its activities other than collective bargaining and internal union poli- 
tics. Especially good are the chapters on the L.L.P.E. and P.A.C. by Joseph 
Keenan and Jack Kroll, the evaluation of the labor press by Hardman, the sec- 
tion on preparation of a War Labor Board case by Barkin, and the description 
of labor union accounting by Sidney 8S. Shulman. But more important perhaps 
than the actual portrayal is the theme, running through the book, of analysis of 
the role of the expert in the labor movement. These are experts speaking, and 
they are always self-consciously questioning their proper place in the labor 
movement. That they have a place, of course, there is no doubt, and this volume 
speaks eloquently, but without braggadocio of their contribution. 

That the problem of the role of the intellectual staff functioning is a difficult 
one this reviewer knows, having had some experience. As Robert Lynd says in 
his contribution in this volume, the intellectual willing to seek a place in the 
labor movement despite the greater attractions in the way of income and facili- 
ties in business or business-supported academic research, is likely to be one with 
a “mission,” and to be quite unbending in his scientific attitudes. His adjustment 
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to the zealous (and necessary) reservation of ultimate decision-making power to 
the union and its political leaders is difficult and sometimes frustrating. That a 
satisfactory functioning and relationship to the expert as to the union can be 
worked out is brilliantly illustrated in this volume, especially in Barkin’s several 
descriptions of his work and of his rationale of “‘. . . continually offering his ad- 
vice, whether it is accepted or not.” 

By the nature of the case, the contributions to this volume come from vocal 
and successful persons in unions which have developed staff functions best. They 
are illustrative of the best, and exemplary of a significant area of union function- 
ing. The volume is invaluable both to the student of the labor movement, to the 
unions in the way of growing to their place in society, and to intellectuals with a 
mission. 

University of Texas FrepERIC MEYERS 


Economics of Labor Relations. By Frederic Meyers. Homewood, Ill.: Richard D. 

Irwin, 1951. Pp. xii, 435. $5.00. 

This compact little volume deals with a wide variety of subject matter in the 
field of labor economics but is held to approximately 400 pages since the author 
decided that he would cultivate his farm extensively rather than any one acre 
intensively. In the Introduction reference is made to some of the outstanding 
classical economists and ends with reference to Lord Keynes. The entire book 
has a clear and concise style making it easily readable. 

An excellent factual description of the labor force is given, and this is con- 
cluded by developing the present status of American unions. Contrary to most 
books in labor economics there is a chapter on the characteristics of American 
employers. This creates a setting of employers and workers, especially union 
workers, for the development of collective bargaining as an aftermath of in- 
dividual bargaining. 


The orthodox tradition of theoretical treatments of the labor market is re- 
viewed and the author concludes: 


... that such treatment failed as a proper basis for the making of social policy because 
the kind of labor market they were discussing had little relationship to the labor market 
as we had previously described it. We then proposed a basis for ordering data, based upon 


our findings that the common denominator in labor relations was the search for power 
and security. 


The remainder of the book follows this opinion very closely. 

In the latter part of the book the author makes a bold attempt to allay the 
fears of all those who have misgivings about the results of collective bargaining. 
He expresses the view that much will be gained by extending the practice of col- 
lective bargaining. One reaches the conclusion at this point that the author is 
attempting to be unbiased as between management and labor but pro society 
and is interested in doing those things which will protect and promote the public 
interest. He wants management and labor to bargain collectively and each to 
bargain only within socially acceptable limits. He dramatically expresses his 
own misgivings and concludes that the feasibility of public policy recommenda- 
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tions is very limited. After reading the introduction and through the main part 
of the book, which is conventional in thought and somewhat unorthodox as to 
phases of subject matter, the reader wonders just what is the goal of the author. 
In the last few pages he states in a nutshell his philosophy of a definite public 
policy for the protection of society as a whole and to guide management and labor 
in operating through proper standards established by the people through public 
control. 

His goal in writing the book seems to be to present certain facts and view- 
points which may be used by various specialists which could result in a general 
social policy which will have an adequate basis. In the last sentence the author 
expresses the hope that he has made some small contribution to economic theory 
which will make it realistic enough so that it may be used with confidence in 
public policy. Undoubtedly, we must agree that the author has made a contribu- 
tion but that the many ramifications of all the elements and phases involved in 
public policy will require many treatises and refinements over a period of time 
to reach the goal of an adequate supply of information so as to be sure that our 
actions in public policy are entirely sound. 

University of Kentucky L. H. Carrer 


Collective Bargaining. By Neil W. Chamberlain. New York: McGraw Hill Book 

Co., 1951. Pp. vii, 534. $6.00. 

This recently published book is an effort to bring within a single unified treat- 
ment a wide range of material dealing with collective bargaining which has 
heretofore been widely scattered. The result is an unusually worthwhile volume. 
While it is designed primarily as a text, it nevertheless will be of great interest 
to many outside of university circles, including those who deal with matters of 
collective bargaining for companies and unions. 

Perhaps one of the most worthwhile features of the study is the degree to 
which collective bargaining is considered as a developing process, making for an 
interpretation in the perspective of history. In the face of so many efforts to 
consider such matters only in episodic terms, it is a useful emphasis. 

One of the weaknesses of most studies dealing with collective bargaining has 
been the lack of any sort of theoretical framework. Frequently, these have done 
nothing more than collect a body of factual information with very little atten- 
tion given to meaning and significance. Professor Chamberlain has attempted 
to develop more in the nature of a theoretical framework than most studies of 
this subject. On the whole, he has done an excellent job—not in the definitive 
sense perhaps, but very definitely in the ground-breaking sense. Because of the 
widespread interest in the field of labor in recent years, a number of volumes 
have been rushed into print which make little or no contribution to an under- 
standing of the broader aspects of collective bargaining in our society. The author 
here has attempted to avoid the pitfalls to be found in so many of these tourist 
excursions into the field. He has succeeded in this effort to a high degree. In so 
doing he has considered collective bargaining in relation to its broader social 
and economic implications. This is an emphasis which should be pushed much 
further than is possible in a general textbook such as this one, 
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This volume contains a great amount of practical descriptive materials which 
should be very useful to those who have not had opportunity to observe at first 
hand the actual workings of collective bargaining. Hence, it should be of con- 
siderable value for classes who are being introduced to the study of collective 
bargaining for the first time. For example, space is given to a description of a 
typical bargaining conference, and to the sort of issues which fall within the pur- 
view of collective bargaining. This should serve to give students a more realistic 
picture of the whole process in terms of how it works in day by day relation- 
ships. 

In Chapters 15, 16, and 17, the author deals with some of the economic con- 
siderations in collective bargaining, in particular a view of collective bargaining 
in the light of some of the historic economic theories. Considerable attention is 
given to the marginal productivity theories with respect to their usefulness in the 
explanation of wages. Many provocative questions are raised which will undoubt- 
edly be the subject of more and more studies by economists as the process of 
collective bargaining exerts wider and wider influence in the American economy. 
While these issues cannot be considered fully in a volume of this type, it is, 
nevertheless, a worthwhile contribution to raise them for the consideration of 
students and others who may have occasion to use the book. 

The author has brought to the study a basic understanding of social forces 
which affect the relations of management and labor. It has been realized in- 
creasingly in recent years that the relationship is more than an economic re- 
lationship. Likewise, the consequences of the collective bargaining relationship 
transcend the economic and partake of a wider social significance. These efforts 
to relate various motivations and incentives for action are all to the good. 

Like all textbooks, criticisms may be made of this volume. Naturally, it suffers 
in that it has great breadth at the expense of depth in places. But the book must 
be evaluated in terms of what the author set out to achieve. Within that perspec- 
tive, he has written a highly useful book and one which makes a real contribution 
to the field. 


University of North Carolina Paut N. GuTHRIE 


Management and Management’s Rights to Manage in Industrial Relations: A 
Study in Differences. By John Louis Corrigan. Washington: Catholic University 
of America Press, 1950. Pp. x, 233. 

Labor unions readily concede the principle that management has the right to 
control and direct the operation of its plants. And yet, it has become increasingly 
obvious that the achievement of some of labor’s objectives is amounting to an 
invasion of those prerogatives hitherto considered within the exclusive province 
of management. 

This study examines the scope and present status of the management preroga- 
tive. It is a tribute to the author that he has limited his work to four specific 
industries and thereby avoided many of the futile generalizations too often pro- 
nounced in this field. He has selected the automobile industry, a large mass pro- 
duction industry with a small number of producers; the clothing industry, a 
high!y competitive industry with a large number of small producers; the railroad 
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industry, a privately owned and operated industry subject to specific govern- 
ment regulation; and the Tennessee Valley Authority, a government corporation 
which bargains with 21 separate A.F. of L. unions. 

In each of these industries the author has made a detailed analysis of collec- 
tive bargaining contracts to determine those areas of action which are exclusively 
reserved for management decision and those traditional areas of management 
which have been in varying degrees invaded by labor unions. As one illustration, 
for example, it is generally acknowledged that management has the sole right to 
determine the location of a plant in that geographic area deemed by manage- 
ment to be most desirable for its operation. The collective bargaining contracts 
in the automobile industry specificially lodge this right in management and ac- 
cord no voice in labor to participate in a decision concerning the location of a 
plant. But the agreements in the railroad industry provide that management 
may not establish interdivisional service without the prior consent of the union. 
And the clothing industry contracts in New York typically provide that manage- 
ment is probhibited from moving a plant outside of New York City without the 
consent of the union. 

The author has provided a wealth of material contrasting management rights 
in industrial relations in these industries. The scope of these rights varies in differ- 
ent industries, and indeed sometimes varies between different enterprises in the 
same industry. The author draws the evident conclusion that there can be no 
precise definition of management rights in the abstract and that the concept is a 
changing one in a dynamic society. 

University of North Carolina GerRALD A. BARRETT 


Migratory Labor in American Agriculture: Report of the President’s Commission on 
Migratory Labor. Washington: U. 8. Government Printing Office 1951. Pp. xii, 
188. Paper, 75¢. 

Why difficult social problems must constantly be re-examined before remedial 
legislative action ensues is hard to explain. Yet the fact remains that both in 
this and other countries numerous commissions and conferences have generally 
preceded forward looking social legislation. This book is a report of such a com- 
mission which has restudied comprehensively one of our current social problems, 
namely, the plight of the migratory worker in American agriculture. The prob- 
lem is not new; such investigations are not new; but the Commission has brought 
previous studies up to date, and has made many recommendations. It can be 
hoped that, although the social and economic problems may not all be solved by 
action arising from this report, there will at least be an alleviation of some of 
the unfortunate conditions now extant. 

The report presents an excellent summary of the problem of migratory labor 
both in its general economic sense and later in the more detailed problems of 
farm placement, wages, hours and working conditions, and the social upsets 
arising from substandard housing, child labor, poor educational facilities, and 
general health and welfare conditions. The reader could certainly find more pic- 
turesque descriptions of the social conditions surrounding migrant workers de- 
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scribed in Steinbeck’s Grapes of Wrath or Williams’ Factories in the Fields. This 
report does, however, point up the fact that not much improvement has been 
made in the past fifteen years. 

Certainly one of the most interesting sections of the report has to do with 
alien contract labor and the so-called ‘‘wetback”’ invasion by unauthorized Mexi- 
can immigrants. It is difficult to understand how a government which seems to 
have plenty of time and employees to annoy citizens returning from abroad can 
allow what apparently are mass illegal migrations from Mexico. Naturally the 
“‘wetbacks,” being illegal entrants, are in no position to complain about wages, 
hours, or working conditions. Thus the “wetbacks” are apparently even worse 
off than the rest of the migrants. 

Except for a brief reference in the introduction to previous studies, there has 
been no apparent attempt to integrate such studies on the subject. The Com- 
mission, as a matter of fact, seems to have approached this study as though its 
members had discovered the horrible conditions the report portrays. Neverthe- 
less, there must have been a considerable amount of background work in the 
preparation of the book. As a report for Congress, some documentation might 
have been valuable. Another aid to a full understanding of the migrant’s prob- 
lems would have been some maps showing the chief migrations in the United 
States. Such maps have been available and could well have been brought up to 
date in this study. 

The report concludes with a series of recommendations covering all aspects 
of the social and economic factors of the migrant labor problem in agriculture. 
Backed by facts which the Commission dug up as a result of many hearings in all 
parts of the United States, these recommendations should be read by all citizens 
interested in improving our national economy and should be acted upon by Con- 
gress and appropriate government agencies. Citizens have the duty to demand 
why social conditions described in this book should be allowed to exist. The 
plight of the migratory agricultural worker is certainly a blot upon our national 
economy. 


Duke University FRANK T. DE VYVER 


The Structure of Labor Markets: Wages and Labor Mobility in Theory and Practice. 
By Lloyd G. Reynolds. New York: Harper & Bros., 1951. Pp. ix, 328. $4.50. 
Although the severe critic may find a number of inadequacies in this volume, 

Professor Reynolds’ latest contribution to labor market analysis stands as a real 

beacon in this area of economics. 

The major value of the work is perhaps its bringing together a rather complete 
listing of the many factors operative in the labor market, especially on the supply 
side. It brings the work of Lescohier up to date. In the opinion of this reviewer, 
the author has settled forever the question of a sloping supply curve: that con- 
ceptual tool is shown (pp. 182, 225-229) to be not merely useless but actually 
misleading. The younger economist will do well to study these pages carefully, 
especially if he be steeped in the marginal approach which, the efforts of Pro- 
fessors Reynolds and Richard A. Lester notwithstanding, has persisted since 
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the days of John Bates Clark. Yet, the reader should keep in mind the fact that 
the workers studied here are characterized by strong employer attachment (pp. 
79, et al), and hence may not be sufficiently representative of workers in general 
to warrant the rather final conclusions which Professor Reynolds draws. 

The book is in two parts. Part I includes the findings of the study, with the 
explanatory data of the appendices on supplementary tables and notes 
on methods used, while Part II heroically—one is tempted to say cavalierly— 
attempts a partial restatement of labor market theory, using the data of Part I 
as the empirical evidence. Incidentally, while Professor Reynolds finds that his 
study is in virtual agreement with the findings of certain others—e.g., Myers 
and Maclaurin—one wonders whether he has compared the results with (a) those 
of Dr. Dewey H. Anderson and/or (b) the longer-period data derivable from 
census materials on employment and industry attachment of unemployed 
workers. 

Part II sets forth three major “‘principles’”’ which, if followed, would improve 
the labor market: first, the principle of equal pay for equal work, modified to 
allow for (a) higher pay for work which does not extend throughout the year 
(presumably carpenters, cannery workers, etc.), (b) differences in regional costs 
of living, (c) variations in worker efficiency (1), and (d), inferior workers who 
may be temporarily used in “infant” industries. The second principle involves 
an across-industry-lines job evaluation, to determine the relative worth of the 
various jobs, thus to give more weight to physical disutility, etc., in determining 
wage rates. Thirdly, the author would minimize the spread between the highest- 
and lowest-paid jobs. These “‘principles,”’ it should be noted, involve two matters 
upon which there is much room for disagreement: first, they postulate something 
akin to the Marxist “socially necessary” labor theory; and, secondly, they in- 
volve merely a redistribution of the existing share of the national product now 
going to labor (shades of the wages-fund doctrine!). He does not attack the wages- 
profits nexus. However, the above “principles” do not exhaust the author’s 
thinking upon the level of wages: he hints, for example, upon the possibility of 
higher wages in lieu of higher taxes upon profits (p. 248). 

The reader is especially invited to read Chapter X, “Objectives of Labor 
Market Policy,” in which the author gives a broad outline of the ideal labor 
market. Here are thought-provoking notions concerning the operation of the 
public employment service and of vocational guidance programs, especially 
where the school curriculum is concerned. 


Virginia State College Witson E. WILLIAMS 


Profit Sharing for Wage Earners and Executives. By Bryce M. Stewart and Walter 
J. Couper. New York: Industrial Relations Counselors, 1951. Pp. 124. Paper, 
$2.00. 

For a century and a quarter businessmen have been hopping onto and off of 
the profit sharing bandwagon. Never widely adopted, profit sharing receives its 
greatest impetus in periods of business prosperity. Consequently, the number of 
plans increased greatly in the 1940’s. 

This book brings out a number of interesting points, one of which is the in- 
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stability of profit sharing plans. In the United States and Great Britain, up to 
1936, 60 per cent of profit sharing plans had disappeared. Despite this high rate 
of abandonment, an equally striking point is the persistence of the approach. 
“One group of disillusioned experimenters is succeeded by another with equal 
enthusiasm voicing the same arguments.” 

Government regulations have made special note of profit sharing plans in the 
past twelve years. The Internal Revenue Code, war time wage stabilization and 
tax regulations, and the Fair Labor Standards Act have had their collective eye 
on profit sharing. 

There seems to be a growing conviction that profit sharing standing by itself 
does not accomplish the desired objective. One bolstering technique is the 
linking of employing savings with profit sharing, and so the authors in their 
own recommended profit sharing plan include the stipulation of required savings. 

Increased interest in pensions and other insurances makes the authors skepti- 
cal about the future of profit sharing as a benefit to employees. The adaptation 
of profit sharing to pension plans is brought out, however. Other influences 
militating against the widespread application of profit sharing plans are business 
uncertainties, tax problems, and the hostility of unions to profit sharing. 

This is a useful little book. An analysis of various employee and management 
plans, of different types of profit sharing, and an evaluation of the profit sharing 
concept add to knowledge of the subject. An earlier, 1945 study is included and 
brought up to date with a re-survey of the same companies checked as to ex- 
perience and mortality. The appendix summarizes the literature prior to 1940 
and outlines key points in a number of company profit sharing plans. 

University of North Carolina R. P. CatHoon 


Occupational Choice: An Approach to a General Theory. By Eli Ginzberg and 
others. New York: Columbia University Press, 1951. Pp. viii, 271. $8.75. 
An approach to a general theory of how young men and women make their 

occupational choices is indeed a fascinating, thought stimulating book. The 

authors call this an “exploratory approach.” Although they raise many questions 
for further research, their own work draws numerous valuable conclusions. 

What role do the environment, the educational process, and emotional deter- 
minants play in “the choice process’’? If there is “‘. . . a great waste of individual 
and social resources in the way in which individuals currently reach decisions 
about their occupations,’ why is this so and what can be done about it? 

Prior theories of occupational choice ‘‘oversimplify” the process: the accident 
theory ignores the factors impelling the individual to react actively to a cir- 
cumstance; the ‘impulse’ or unconscious forces theory overemphasizes internal 
factors. The authors supply a more comprehensive approach. Their basic assump- 
tion, borne out by empirical study through case interviews of different age 
groups indicates that ‘“‘. ..an individual never reaches the ultimate decision at 
a single moment in time, but through a series of decisions over a period of many 
years; the cumulative impact is the determining factor.” Their “outstanding 
conclusion”’ is that “occupational choice is a developmental process.” 

Three major periods in youth stand out in the process of formulating occupa- 
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tional decisions: the fantasy period comes to an end at about age eleven; the 
period of tentative choices includes ages eleven to seventeen; the period of 
realistic choices starts with college and carries on through early employment. 
For lower income groups the period of crystallization, if not realistic choice, 
must perforce begin earlier. During the period of tentative choice, pre-adolescents 
and adolescents go through four stages of development in which interests, capac- 
ities, and values in turn exert strong influence on their tentative choices, wind- 
ing up with a period of transition during which adolescents gradually move to a 
realistic crystallization of their thinking. 

During this developmental process, environmental forces such as the family, 
other key persons, economic forces, and emotional forces within the individual 
all exert influence. The process appears to be largely irreversible since each 
decision is dependent on the chronological age and development of the indi- 
vidual. Compromise of choice is an essential aspect of the process because of 
internal and external factors. 

The three major components of work satisfaction—returns, intrinsic satis- 
faction, and concomitant satisfactions—are discussed in a concluding chapter 
on “Occupational Choice and Work.” A final chapter on ‘“The Conservation of 
Human Resources” endeavors to indicate a few of the measures possible to re- 
duce waste in individual and social adjustment to work. The authors make a 
plea for helping “‘. . . those with capacity and talent in the lower income groups 
to pursue additional education and specialized training,” for vocational orienta- 
tion for all college students, for greater emphasis on intrinsic work satisfaction, 
and for improved vocational guidance to offset the many deficiencies in family 
influence. 

The authors recommend further research of different social groups, of boys 
and girls of different economic backgrounds. And they recognize that “Many 
more cases are required and much additional work must be devoted to refining 
the qualitative analysis and criteria.” 

This book is strongly recommended for serious reading by anyone concerned 
with the choice of occupations by our youth. The senior author, Eli Ginzberg, 
is Director of Columbia’s Conservation of Human Resources Project. Sol W. 
Ginsberg is a psychiatrist, Sidney Axelrad a sociologist, and John L. Herma a 
psychologist. Together, these authors have developed a superb theory on which 
further research can well be founded. 

University of North Carolina R. P. CaLHoon 


My Job Contest. By Chester E. Evans and La Verne N. Laseau. Washington: 

Personnel Psychology, 1950. Pp. xiv, 292. Paper, $2.50. Cloth, $3.50. 

This volume is a relatively complete statement of the General Motor’s ‘““My 
Job Contest” and affords the reader an opportunity to examine and evaluate 
all phases of the program. This reviewer has discovered little to quibble over 
concerning the reporting itself, rather his quarrel is with some of the basic 
assumptions and techniques applied in the contest. 

The contest had four major objectives which can be summarized as follows: 
(1) to encourage more constructive employee attitudes, (2) to obtain wider use 
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of company educational literature, (3) to collect data for enlightenment and 
education of supervision and management, and (4) to obtain a body of data for 
the analysis of employee attitudes. These objectives emphasize the fact that 
this was a total communication project rather than just an attitude or morale 
survey. A period of intensive promotion and literature dissemination preceded 
the beginning of the contest, with each company division responsible for interest 
stimulation. Participation was further encouraged by a large number of valu- 
able prizes (5,145 prizes valued at $150,000). The employee’s entry consisted of 
a written statement on “My Job and Why I Like It.”” Responses were tabulated 
by industry divisions to permit cross-division analysis and planning. 

General Motors assumed that conventional employee attitude survey tech- 
niques were faulty since the use of specific questions narrowly limited the 
factors which the employee was to consider. The G M technique was to obtain 
employee statements on the positive aspects of his job, assuming that important 
negative aspects would become conspicuous by the absence of favorable men- 
tion. To overcome this negative aspect, on the back of the entry form an oppor- 
tunity was provided for employees to include constructive criticism as a Post 
Script which would not be considered in contest judging. These assumptions 
muct be evaluated. First, while it is true that typical survey techniques limit 
the respondent to the questions raised, it is also true that a well prepared list 
of questions will be sufficiently comprehensive to eliminate G M’s objection. 
Secondly, any possible gain, which is in itself doubtful, from the use of the G M 
technique would be largely offset by the greater amount and questionable char- 
acter of the analysis and evaluation required. Thirdly, it appears that any 
attempt to evaluate the negative aspects by their absence is highly fallacious. 
Is not this far more dangerous than relying upon specific questions? Finally, it 
is doubtful if the average employee would jeopardize his entry by adding a Post 
Script concerned with the negative aspects of his job, even though he has been 
assured that such remarks will be ignored in contest judging. 

All in all, the dissemination of company literature, contest promotion, and 
the nature of the entry itself, characterize the contest as an attempt to have 
employees tell you what you want them to think. This seemingly makes mockery 
of the objectives of the project: employee education cannot be of such a nature 
and succeed, neither can management hope to gain insight into employee atti- 
tudes as a result of such biased technique. 

Finally, it must be noted that G M is apparently concerned with a long range 
communication project. The company management correctly recognizes the 
long range nature of communication. It is to be hoped that the inadequacies of 
their “attitude survey” will be corrected in order to provide a better base for 
an effective communication program. 

University of Tennessee J. Frep Hoty 


Personal Income Tax Reduction in a Business Contraction. By Melvin I. White. 
New York: Columbia University Press, 1951. Pp. 144. $2.50. 
In recent years much has been written concerning the possibilities of fluctu- 
ations in taxes as an instrument of fiscal policy. The present study is a pioneering 
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effort in the field of quantitative analysis of the possibilities and limitations of 
reductions in the federal personal income tax as a counter-cyclical control in a 
period of recession. 

A not unrealistic statistical model is hypothecated, and several specific plans 
for federal personal income tax reductions are examined with relation thereto. 
Private consumption spending is considered the component of national income 
most responsive to tax reduction and largely controllable, while the investment 
component is considered to be uncontrollable. The decline in the latter that can 
occur without producing an excessive decline in aggregate spending is used as a 
measure of the effectiveness of each plan as a counter-deflation device. 

The plans are examined first without the complications of the timing element. 
It is concluded that the counter-cyclical potential of tax reduction afforded by 
the progressive rate schedule is slight and that some one of the several plans 
would need be put in operation, depending upon the severity of the business 
contraction. Given proper timing, these techniques would probably prove suffi- 
cient to prevent a major collapse in aggregate income. 

The problem of timing is taken up in Part III and a formula developed for 
putting into operation each of the various plans upon the fluctuation of total 
“personal factor income”’ (the Department of Commerce’s personal income other 
than transfer payments) by given percentages from previously attained peaks. 
The author rejects the feasibility of Congressional action on each change in the 
tax rate and projects a mandatory formula. The formula is tested against various 
decline patterns both on the assumption of annual tax changes and also on the 
assumption of semi-annual tax changes. It is concluded that if a counter-defla- 
tionary program of tax reduction is to be reasonably effective, it is almost 
essential that tax changes be permitted at least as frequently as semi-annually. 

This being a pioneering effort, the author has not exhausted the possibilities 
of the subject. In fact, he is careful to point out that his attempt is ‘‘illustrative,”’ 
and “only a beginning;” but he has gone quite a way in showing the feasibility 
of measuring quantitatively in advance the effects of personal income tax re- 
duction in a period of recession. It is to be hoped that he and others will further 
explore this area to the end that the principle involved may be fruitfully trans- 
lated into specific policy. 


University of Mississippi Davin McKINNEY 


Effects of Taxation: Corporate Mergers. By Keith Butters. Boston: Division of 
Research, Graduate School of Business Administration, Harvard University, 
1951. Pp. xviii, 364. $4.25. 

This book deals primarily with the effect that the federal estate tax and the 
federal income tax has on inducing corporate mergers. The authors interviewed 
some of the parties to more than a hundred corporate mergers—that took place 
in the United States during the years from 1940 to 1949—in an effort to find 
the motives for the mergers and especially to determine the extent that the 
mergers were motivated by tax considerations. According to their findings the 
estate tax was often an important consideration in inducing a family or other 
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closely held corporation to merge with a larger one. This was true of some 
closely held corporations, the stock of which had no well established market 
and whose owners did not have other liquid assets with which their heirs could 
pay the estate tax. This difficulty was overcome by merging with a corporation 
whose stock was listed on some exchange or which had an established over-the- 
counter market. Some of the mergers took place by a tax free exchange of the 
stock of the closely held corporation for that of a corporation with readily mar- 
ketable securities. 

In a few cases it was found that a factor inducing mergers was the avoidance 
of income tax and paying a corporate gains tax instead. This was an advantage 
to the owners of a closely held corporation who had retained most of the earnings 
in the business to avoid personal income tax. By selling the assets of the corpora- 
tion the owners paid a capital gains tax on the increased value of the corpora- 
tion’s assets which in many cases was much less than the personal income tax 
that would have been paid if the earnings had been distributed as dividends. 

According to the conclusions of the authors, only about one-tenth in number 
of the mergers of manufacturing and mining companies studied were induced 
mainly by tax considerations. About one-fourth of the mergers involving the 
selling companies with total assets of over $1 million fall in this class. The tax 
advantages in mergers were greater for closely held corporations of $1 million 
or more than for smaller ones. 

The authors discuss the possibility of avoiding some of the burden of the 
estate tax by gifts inter vivos and by other arrangements. These topics do not 
seem to fit into the general theme of the book, as they do not deal with corporate 
mergers. The merging of many small closely held corporations might be advan- 
tageous taxwise. However, such mergers can not always be made on favorable 
terms. Furthermore, the present owners may not wish to give up the control 
that would result from a merger. 

The chief contribution that the authors make is their case studies which tend 
to show the effect that taxation has had on actual mergers during the 1940's. 

Washington and Lee University B. B. HoLpEer 


Transportation: Principles, Practices, Problems. By Charles E. Landon. New 

York: William Sloane Associates, 1951. Pp. xxii, 618. $4.75. 

Although a little about ocean shipping is included in this book, the text is 
largely confined to the structure and practices of transportation within the 
United States. Not much historical material on the development of transporta- 
tion agencies is included. Even in the chapters on regulation “the purpose is not 
to treat the regulation of transportation from an historical standpoint...” 
(p. 412). Instead, the book is analytical and descriptive of present conditions. 
The neglect of historical continuity leads to certain statements that are unsatis- 
factory for the reason that the reader is not told to what period they apply or 
whether they have been equally true in different periods. Thus, “‘a good exam- 
ple”’ of long and short-haul discrimination “is the higher rates at intermountain 
points in the west than at Pacific parts” (pp. 271-272). 
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The book begins with the usual chapter on how transportation makes possible 
geographical division of labor and large-scale production. Chapter 2 treats 
briefly the relationship of geography to transportation and outlines the major 
traffic routes of the United States. Part Two, made up of the next 10 chapters, 
deals with Organization and Physical Facilities for Transportation. These chap- 
ters describe the various modes of transportation with the advantages enjoyed 
by each. Separate chapters are devoted to terminals, urban transportation, and 
the business organization of transportation companies. On the whole, this part 
achieves its purpose well, despite the fact that it contains a good many things 
that might be assumed to be common knowledge. 

Chapters 13 to 21, inclusive, deal with Rates and Their Economic Effects. 
They constitute Part Three. There is, of course, ample room for difference of 
judgment as to the proper organization and treatment of material on this 
subject. The emphasis made by an author should therefore perhaps not be 
criticized, and in this book it is on the whole good. A few comments may, how- 
ever, be made upon the treatment of specific topics. The author seems to mini- 
mize the importance of the traditional distinction between out-of-pocket costs 
and constant costs without showing how total costs can be allocated on any but 
an arbitrary basis. The text speaks vaguely of “natural factors” that “have 
important effects on the costs of providing transportation services” (p. 225). 
The transportation industry is correctly identified as subject to conditions of 
imperfect competition, but the statement that such industries are characterized 
by “chronic overcapacity or underutilization of facilities” requires, in the judg- 
ment of this reviewer, some qualification. Elsewhere it is stated that the rail- 
roads “‘still possess monopoly powers in the movement of traffic, at least from a 
short-run point of view . . .” (p. 82). We are not told just how far the qualifying 
phrase goes toward destroying the main assertion. 

The treatment of the distance principle and the equalization principle is 
sketchy. In the discussion of long-and-short-haul it is carelessly observed, with- 
out any distinction among different types of carriers, that ‘“Long-and-short-haul 
discriminations are illegal, unless they are approved by the I. C. C....” (p. 
271). Difficulties of style, if not positive confusion, are encountered in passages 
like this: “‘A local discrimination is not one against a particular place, city, or 
locality, but one which is detrimental to the local business interests which 
would gain competitively with a more favorable adjustment of rates” (p. 269). 
If local discrimination does not mean discrimination against a place, it is wrongly 
named. Surely the word “place” should be recognized as metonymy for the 
users of transportation at a given place. 

Commodity discrimination is dealt with briefly (pp. 273-274) as if it were 
some‘hing different from the subject matter and purpose of the classification 
(pp. 303-311). In Chapter 20 on the General Rate Level the fair-rate-of-return 
doctrine and the different methods of evaluating the base are discussed, but no 
mention is made of the Valuation Act of 1913 nor of the O’Fallon case. In a 
subsequent chapter it is stated that the recapture clause of 1920 was repealed 
in 1933 “bceause it was almost impossible to administer” (p. 421). Somewhat 
more attention to historical facts would have clarified this whole matter. 
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Part Four is made up of three chapters on regulation. The emphasis is upon 
the scope of present-day regulation and the agencies that are charged with its 
administration. This part begins with the statement that “The regulation of 
common carriers in the United States was first based upon the fundamental 
doctrine of common law that it is the duty of a government to furnish trans- 
portation for its citizens” (p. 413). This reviewer is doubtless not as familiar as 
he should be with this principle of the common law. Nor is he sure whether the 
word “first” should be understood in a chronological or a logical sense. In view 
of the long and heated discussion of the propriety of government aid to private 
transportation companies and the continued preference for private ownership 
in this country, it may be doubted whether the American people have ever 
held any such conception of the duty of government. It would be another thing, 
of course, to say that the common law imposed certain peculiar responsibilities 
upon common carriers. 

The four chapters of Part Five deal with special transportation problems, 
namely, Financial and Accounting Problems, Government Promotion, Coordi- 
nation, and Labor Problems. These are among the most satisfactory chapters 
of the book. 

The book closes with a look into the future. One chapter discusses the factors 
in American economic life that seem to indicate a greater or a lesser need for 
transportation in the years ahead. The author expects the various sections of 
the country to become more self-sufficient, but the total effect upon transporta- 
tion of all the factors is not entirely clear. The last chapter proposes a ‘‘compre- 
hensive and scientific regulatory policy” for the future. “The broad aspects of 
this regulatory policy should be a more thorough control of the whole field of 
transportation, impartial treatment for all modes, and unified control over the 
whole industry” (p. 595). The distinction between the first and the third of 
these aspects may not appear too clear at first; “thorough” means control of all 
the modes of transportation, while “unified” means that the control will be 
exercised by a single federal agency, apparently to the complete exclusion of 
state agencies. One entertains a little fear that control might be an ultimate 
rather than an intermediate objective; but the author goes on to mention 
consolidation of transportation properties (which, although highly desirable, 
has not been effected because of “selfish interests”) (p. 597), coordination of 
different types of transportation, the prevention of excessive overcapacity 
(which certainly looks beyond 1951), and the reduction of interterritorial dis- 
parities in rates as worthy goals. This blueprint is, of course, not in accord with 
the ideas of those who think that enough competition is now present in the 
transportation business in America to justify more initiative for private manage- 
ment instead of greater power for federal boards. 

The range of topics covered in the book is so wide as to present a considerable 
problem of organization, and sometimes the “principles” are not as clearly 
discernible as one might wish. Even so, the text presents a great deal of useful 
information, for the most part quite up-to-date, and there are critical bibliog- 
raphies at the ends of the chapters. The type and format are unusually attrac- 
tive. This is no small advantage for professors whose task it is to make students 
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read books. The marks of our profession appear in an occasional resort to jargon 
such as: “we live in a heterogeneous, dynamic world” where “the concept of 
efficient transportation must vary with time and place” (p. 87); but the style, 
if not flowing, is generally lucid. 

Davidson College C. K. Brown 


The Transportation Industries, 1889-1946. By Harold Barger. New York: Na- 
tional Bureau of Economic Research, 1951. Pp. xvi, 288. $4.00. 

The subtitle of this book is “A Study of Output, Employment, and Produc- 
tivity.” As the preface states, it, like others issued by the National Bureau, 
reviews a segment of the American economy and reports on the progress that 
has been made in physical efficieny since the end of last century. The reporting 
in this book is in two parts; one is concerned with the transportation industries 
as a whole and the other with the individual transportation industries. In Part 
One the relative size of the industries and the volume of freight and passenger 
traffic are considered. A third section deals with trends in employment and 
productivity. Part Two is devoted largely to the changing situation in the 
railroad industry since railroads have been since the last quarter of the Nine- 
teenth Century the basic means of transportation in the United States. Brief 
discussion of electric railways reveals that this mode of transportation has 
about passed from the present scene, and this section is important only as 
historical material. More attention is given to waterway traffic, but little may 
be concluded from information available since waterborne traffic as presented 
in this work varies from coastwise (in reality ocean going) oil tankers to harbor 
and lake ferries. Pipelines are given but brief mention because of small size of 
the industry and its relatively homogeneous character. The section on airlines 
is confined to certificated domestic and American-flag international airlines. No 
data are given for highway transportation. 

It is evident that there are wide gaps in statistical data necessary for a com- 
pletely accurate study of the changing efficiency of our transportation systems. 
The author plainly recognizes these limitations yet presents considerable mate- 
rial that is well worth study by the students of transportation and general 
economic activity. 

The reviewer finds the appendices interesting. Somewhat less than half of 
the book is given over to them. Six of the nine are basic data series for indi- 
vidual transportation industries. The other three are really monographs. One is 
entitled “On the Measurement of the Physical Output of Public Utilities” and 
is an excellent discussion of this difficult problem. Another appendix is devoted 
to “The Motor Trucking Industry.” This short discussion of the structure of 
the motor trucking industry and the consequent difficulties encountered in 
obtaining data relating to highway transport should be revealing to those who 
seek a solution of the problems facing this form of transportation. 

This book is recommended as source material for courses in transportation 
and in economic development and history. While one could wish for a more 
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complete treatment of certain forms of transportation, it is not the fault of the 
author that he cannot produce something that does not exist. 
University of Tennessee CLARENCE E. KunLMAN 


Commercial Motor Transportation. By Charles A. Taff. Homewood, IIL: Richard 

D. Irwin, 1950. Pp. x, 413. $6.00. 

By way of the Preface, Professor Taff states that since there has been no 
single volume available to give a complete account of commercial motor trans- 
portation in both its property carrying and passenger carrying phase and since 
a critical need for such work has long been apparent, “‘. . . the present volume 
attempts to meet this need by providing a broad picture of the industry and by 
assembling and analyzing all the pertinent factual information in this vitally 
important field.” 

This reviewer has attempted to analyze the book in terms of the claims and 
purposes stated. On the positive side, its coverage by chapter content fulfills 
the claims of the author. Moreover, there has been assembled a mass of perti- 
nent factual information, much of which is presented interestingly in the form 
of graphs. Also on the positive side, is the make-up, printing, and style which 
are all good. Helpful, also, are the questions at the end of each chapter which, 
on the whole, cover the major material in each chapter but which are inclined 
to emphasize the factual rather than the analytical content. 

The preceding statement indicates one of the major weaknesses of the book, 
namely, the analysis of the quantity of factual data is primarily in terms of facts 
rather than their economic implications. A second weakness is the inadequacy, 
incompleteness, and confusion in the analysis of the economics of commercial 
motor transportation as it purports to show the nature and significance of costs 
and their influences on value and pricing. Accepted and standard concepts of 
variable, constant, and joint costs are stated, but the role of these in the industry 
are not developed. Return trips of empty trucks and “‘time-jointness” between 
off-peak and peak loads are cited as cases of joint costs but cotton and cotton 
seed is cited often where specific application to the industry should be used. Con- 
stant costs disappear “‘... when the volume of traffic reaches the density per 
route-mile at which the maximum efficiency of operation is attained and the 
law of decreasing costs (decreased unit costs with increased volume) is no 
longer operative, the costs will become wholly variable.” 

In general, the material included in each chapter covers minute detail and 
frequently a sort of detail which is unnecessary to either a description of or under- 
standing of the industry. On the contrary, however, one place where more 
descriptive detail is needed is in the chapter on rate practices. The chapters on 
regulation are well balanced. 

Considered as a descriptive volume of the motor carrier industry, the book 
does bring together a mass of data and gives a well-organized description. In 
the area of economic analysis, it would have to be considerably strengthened 
to meet the claims made in the Preface. In actuality, its orientation is toward 
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a description and analysis of managerial practices and in this respect it makes 
its best contribution. 
University of Florida Roianp B. Evutsier 


Economics of Investment. By Jacob O. Kamm. New York: American Book Co., 

1951. Pp. xii, 547. $4.50. 

A work should be judged by what the author attempts to do and not by 
what others think the author should do. In this text the author tells us in several 
places what he is trying to do—write an elementary text on investments and 
approach the subject from a general economic point of view. 

He assumes that the reader has no knowledge or background in the subject 
and little in related subjects. As a result, it becomes necessary to discuss related 
subjects: cash, bank deposits, life insurance, common and preferred stocks, 
bonds, balance sheets, profit and loss statements, security markets, dealers, 
brokers, and investment bankers. A great part of the book is used in describing 
details about these items which have little to do with the subject. These details 
have to be learned by the student of investments. The text sets out to do just 
that; therefore, we must say that the author does a good job with his subject. 

The text can be said to follow the economic point of view. There is one good 
chapter on the economic nature of investments. The dynamic nature of an in- 
vesting society is pictured with skill. However, the remainder of the book is 
more general than economic. There seems to be an effort to reconcile the motives 
of an individual investor with the general economic point of view. Since the 
job of an investor is objective, it becomes difficult to have him act as an economic 
factor in an investing society. 

The nomenclature of investments is not standardized. Each writer has to 
make his own definition and develop his treatise on the basis of that definition. 
This author has given his definition, “Investment is the expenditure of capital 
funds on property for the purpose of obtaining security of principal, a stable 
return, a capital gain, or all three, while at the same time minimizing the risk 
involved.” In parts of his book he states that investment and speculation must 
be differentiated, but he fails to show by definition or analysis how to separate 
one from the other. He even states that one security can be bought by either 
the investor or the speculator, depending upon their point of view. 

In summary, the book contains many expositions of things any investor should 
know. It gives a good background of suggestions and knowledge for those who 


are beginning to study about committing funds. It is hardly a sufficient guide 
for an individual or institutional investor. 


The Citadel Marion §. Lewis 


The Stock Market. By George L. Leffler. New York: Ronald Piess Co., 1950. 
Pp. xii, 580. $6.00. 
An authoritative and timely textbook, The Stock Market brings up to date 
the literature on the work of the organized securities exchanges. The Stock 
Market deals primarily with the technical operations of the New York Stock 
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Exchange alone and thus provides a current treatment embodying changes in 
rules governing procedure adopted by the Exchange itself and promulgated by 
the Securities and Exchange Commission both historically and in recent years. 
A chapter is devoted to the over-the-counter markets, but the material is pre- 
sented too briefly to give a clear picture of the business. The chapter on Listing 
of Securities ignores differences in procedure and policy as followed by other 
national securities exchanges than the NYSE. Moreover, Professor Leffler is 
apparently more concerned again with the technical aspects of listing than with 
an examination of the desirability of listing at all. Nevertheless, The Stock 
Market is very clearly written and provides an excellent and much needed current 
analysis of the operations of stock markets and answers to the “how is it done” 
questions on security trading. 
University of North Carolina Joun T. O’NEIL 


Cumulative Voting for Directors. By Charles M. Williams. Boston: Division of 
Research, Graduate School of Business Administration, Harvard University, 
1951. Pp. ix, 194. $3.00. 

The question of stockholder participation in the affairs of their (I use the 
word advisedly) corporations has in recent years received increasing attention. 
The annual meeting has become quite a ritual, complete with free meals, con- 
ducted tours through plants, and even an opportunity for the stockholder to 
question the management. Some corporations have seen fit to hold regional 
meetings, despite General Motors’ Sloan’s statement that he had rather his 
executives spend such time playing golf, and at least one corporation, Pillsbury 
Mills, has had recordings and broadcasts made of its stockholders’ meeting. All 
of this has come about not without publicity for certain individuals. Messrs. 
Lewis and John Gilbert rated a two part profile in the New Yorker and Mrs. 
Wilma Soss of the Federation of Women Shareholders in American Business, 
Incorporated, a single installment in the same magazine. The Gilberts have 
published their eleventh annual report of stockholder activities at corporation 
meetings. 

One device which virtually all proponents of greater stockholder participation 
in corporate affairs advocate is cumulative voting. It is not a new nor complex 
device, nor a particularly important one. I expect that practically all under- 
graduate students of corporation finance learn what it is and what it is for 
sufficiently well to answer the stereotyped examination question: “What is 
cumulative voting and what is its purpose?” and that many of these same 
undergraduates at one time or another during their course in corporate finance 
(but not long thereafter) know how to compute the number of shares out of a 
given total required to elect one man to a board of directors of a stated size. 
Beyond that point questions surrounding cumulative voting are not likely to 
be pursued nor likely to be regarded as being sufficiently important to be pur- 
sued. 

But not so with Professor Charles W. Williams, who has brought out a whole 
book entitled Cumulative Voting for Directors. The material available for a 
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study of this topic, particularly if expanded to book length, is not too voluminous, 
and Professor Williams has worked over the available material quite meticu- 
lously and possibly with more care than the subject deserves. The chapter 
headings are suggestive of the method of handling the material. They are in 
order: Cumulative Voting and the Present-Day Corporation; The History of 
Cumulative Voting Legislation; Cumulative Voting Elections; Methods Em- 
ployed to Restrict Use and Impact of Cumulative Voting; Contests for Director- 
ships; Cumulative Voting in Corporations of Medium Size (2 chapters); Cumu- 
lative Voting in the Small or Closely Held Corporation; Cumulative Voting and 
the Large, Publicly Owned Corporation; and Summary and Implications for 
Action. 

As might be assumed, the chapters dealing with cumulative voting and 
corporations of different sizes treat specific cases where cumulative voting has 
been used. Real names however are deleted, which seems hardly necessary. Also, 
and more important, the question of cumulative voting was not by any means a 
major point in most of the cases presented and its existence had little to do with 
working out the solution. In short, Professor Williams has difficulty when he 
gets to his case material in sticking to his subject. He goes over into the much 
broader field of the relationship between directors and stockholders generally 
and to that extent the volume is simply an additional one in the series of studies 
on corporate directors made by various members of the faculty of the Harvard 
Business School over the past several years. 

Professor Williams throughout emphasizes that the presence or absence of 
cumulative voting makes practically no difference. However, it is a nice thing 
to have around; and, despite the fact that minority groups can use it for placing 
questionable directors on the board, this infrequently happens. If it makes some 
stockholders happy, then why not have it? Although having thought it important 
enough to write a book about it, Professor Williams has no delusions about 


cumulative voting revolutionizing the present position of the minority stock- 
holder. 
University of Florida JoHn B. McFerrin 


Managerial Economics. By Joel Dean. New York: Prentice-Hall, 1951. Pp. xiv, 

621. $6.65. 

More books of this kind are needed, unless formal economics is to become 
entirely divorced from business management. As the author points out: “The 
big gap between the problems of logic that intrigue economic theorists and the 
problems of policy that plague practical management needs to be bridged .. . .” 
He observes further that the economists “...have been preoccupied with the 
measurement and explanation of the behavior of the entire economic system of 
prices ... from the viewpoint of public policy.” Seldom have they “... given 
much attention to the executives’ problems of private pricing policy.” The 
purpose of this study is, therefore, to show how economic analysis can be used 
in formulating business policies. It also shows many of the limitations of economic 
theory in providing solutions to the manager’s problems. 
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The scope of the study is well indicated by the titles of the ten chapters, 
which are: profits, competition, multiple products, demand analysis, cost, ad- 
vertising, basic price, product-line pricing, price differentials, and capital budg- 
eting. 

The approach to each topic and the general pattern of treatment followed by 
the author may be broken down roughly into three steps. The first is concerned 
with the proper definition and delimitation of concepts. The concepts are those 
commonly used in economics, accounting, and management. However, it is 
found that much refining, differentiating, and sharpening are needed before 
these familiar concepts become usable tools for describing and explaining actual 
management situations. The second step employs the tools thus developed to 
probe for and isolate the various facets and aspects of each situation. The main 
concern here is to disentangle the main issues, narrow them down, and bring 
them into focus for intensive study. The third step consists of introducing some 
of the many techniques that may be used in finding solutions to the problems 
that have been thus isolated and defined. The various techniques are examined 
to determine their applicability to the problem as well as their inherent weak- 
nesses in providing definitive solutions. 

In conclusion, it can be conservatively stated that the author has made a 
substantial contribution and one much needed in economic literature. His re- 
finement of economic concepts, his separation of the elements of the situstion, 
and his method of penetrating to the crux of each problem are worthy of tatense 
study and application. In the review of techniques, such as many of those used 
in accounting, engineering, and statistics for example, much more could have 
been written, for many of them did not come within the purview of the study. 
Even so, enough has been included to deserve the attention of students who 
hope to make better use of their training in economics. 

University of Alabama E. H. ANDERSON 


Executive Action. By Edmund P. Learned and others. Boston: Division of 
Research, Graduate School of Business Administration, Harvard University, 
1951. Pp. xiii, 212. $3.25. 

The Introduction of Executive Action states that “this book is addressed to 
business executives and to others who are interested in practical aspects of 
business administration.”’ Inasmuch as working with people is being increasingly 
recognized among businessmen, governmental administrators, and economists 
alike as the ‘central aspect of the administrative process,”’ however, economists 
who have interest in the economics of enterprise may gain much from this 
relatively short and clearly written volume. 

The book is the result of a study conducted as a research project of the Har- 
vard Business School’s Division of Research. Originally the project was expected 
to deal with “the human aspects of line and staff relationships.”’ This orientation 
was abandoned during the period of field work, however. To use the words of 
the author: “... underlying everything they [executives in both small and 
larger companies] were doing was the problem of people; of what to do about 
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established habits and attitudes that no longer seemed appropriate; of how to 
get adequate understanding and acceptance of change.” Accordingly, a broader 
objective was established: “‘the human aspects of executive relationships.”’ In 
the opinion of the reviewer, this might indeed have been a better title for the 
final report of the study than the shorter, more sweeping one selected. The title 
used may give the impression that a set of “rules” for successful executive 
action await the reader’s attention. Much to the contrary, as the authors state, 
“the reader [will not] find here any startling conclusions, any discoveries or 
formulas.” 

The book is based upon (1) a broad background of the Harvard Business 
School’s large collection of business information contained in its case files, (2) 
the experience of the authors and their colleagues, and (3) field research investi- 
gation of “working relationships among executives in twelve companies . . . lo- 
cated in different parts of the United States, engaged in a variety of industries, 
experiencing a range of organizational problems and ... [with] annual sales 
ranging from five million to approximately a quarter billion dollars.” 

The authors state that twelve companies cannot “obviously . . . [constitute] a 
statistical sample.”” They add that “any reader, business executive or otherwise, 
who customarily reads with an eye for rigorous research method, precise logic, 
statistical proof, or other indices of certainty may find that this does not come 
within his range of interest.” These refreshingly frank statements of a “cold 
water” variety are certainly to be commended. 

The authors have made a distinctive, realistic and valuable contribution to 
the growing body of literature in the fields of human relations and business 
policy formulation and administration. They have fulfilled, in the reviewer’s 
opinion, their “hope” of aiding readers, especially business executives, to find 
“for themselves better ways of exploring and understanding the world in which 
their daily actions take place.” They have succeeded in suggesting (1) ‘meaning 
and ways of looking at things that illuminate... past experience and present 
concerns” and (2) “ways of doing things for the future.” 

The book has two principal parts: I. The Executive World, in which the 
human factors in the background of executive action are presented; and II. 
Executives in Action, in which several major aspects of action are dealt with in 
the “human context.” 

Chapters IV and V of Part I, which deal with “The Role of the Top Execu- 
tive” and “The Top Executive as An Individual” are particularly stimulating. 
Forceful emphasis is laid upon “social skills” and “certain fundamental atti- 
tudes” of executives toward people. It is made realistically clear that there is no 
single type of ideal executive; that ‘‘the important criterion is not what qualities 
make a successful executive, but how he uses the qualities he possesses to meet 
the human and technical needs of the situation around him.” One important 
portent of danger for executives and for society (which has been pointed out in 
a somewhat different context by Frank Abrams, business statesman of the 
Standard Oil Company (New Jersey) in a recent article’) is worthy of quotation: 


1 Frank W. Abrams, ‘““Management’s Responsibilities in a Complex World,’’ Harvard 
Business Review, May 1951. 
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“Tn general, the association of businessmen together outside their own organiza- 
tions gives both a creative and a self-reinforcing character to the typical patterns 
of executive behavior.” 

In Part II, the chapters on the Process of Delegation (VI), Communication 
(VII), and Building an Organization (XII) are outstanding. The authors refer, 
for example, to a successful executive’s concern “with his capacity to meet 
[subordinates’] needs” as well as “... with their capacity to meet his.” They 
describe “delegation” as ‘a dynamic two-way process rather than a static divi- 
sion of functions.” A case is presented in which a successful executive expressed 
satisfaction “if two hours of argument resulted in five minutes of agreement, 
provided the argument was genuine and the agreement was solid.” 

They point out that “accurate communication ...is a matter not merely of 
choosing words carefully according to their dictionary definition but of antici- 
pating the reactions to what is communicated” and that “getting accurate 
information is a process which must involve interpretation of the context from 
which that information arose.” 

A gem of wisdom, which some executives will question or accept begrudgingly 
but which is nonetheless true, is the following statement by the authors: 


The foreman exercises more effective control over manufacturing cost than the manu- 
facturing vice president. And it is the salesman who decides whether to visit another 
customer late in the afternoon, or to call it a day. The decision is his much more than it is 
the sales manager’s. Such direct controls as senior executives can employ are uncertain 
and tenuous. 


The highly perplexing problem of change is dealt with admirably. The authors 
state, in part: , 


We must... assume that the existing way of doing things, however confused it may 
be, possesses considerable endurance. For everyone who is eager to see a change take 
place, there is someone who will fight to preserve things as they are. In any event, we 
can be sure that exploring the knowledge existing at operating levels will itself be the 
first effective step in rebuilding the organization. 


They later cite a case involving “sound strategy” in which a consultant and a 
president “‘believed that resistance to change would be reduced to a minimum 
if the men who had to carry out the plan were asked to participate in its formu- 
lation.” How simple, and yet how often this approach is ignored! 

There appears to be no better concluding statement for a review of this book 
than the authors’ “final impression .. . of confidence that most executives and 
executives-to-be possess the capacity for developing greater understanding of 
the human context of their work, and that as time goes on, an increasing number 
of executives will in fact recognize and act upon the need for such development. 
The greatest potential that industry possesses is its human potential... .” 

University of North Carolina Tuomas H. Carrouu 


Marketing Research. By Ernest 8. Bradford. New York: McGraw-Hill Book . 
Co., 1951. Pp. 379. $5.00. 
This is a compactly written survey of the principles and procedures of mar- 
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keting research. Although the sub-title of the book is “How to Analyze Products, 
Markets, and Methods of Distribution,” the author’s preface is closer to the 
mark in acknowledging the treatment to be briefer and simpler than it would 
be if the book were intended as an exhaustive treatise. 

The successful attempt to achieve brevity without sacrificing at least mention 
of matters significant to the subject is greatly aided by an excellent use of 
tabular listings, topic classifications, charts, and other space-saving illustrative 
devices. There are, as might be expected in such tight writing, numerous gener- 
alities and vague statements which would require much classroom elaboration 
or further reading. The questions and problems at the end of most chapters are 
not very challenging and might as well have been left out for teaching purposes. 

Distinctly on the credit side, the text is kept realistic through the frequent 
use of well-chosen cases from actual marketing research practice and the chapters 
are closed by useful summaries of their content. There is an especially good 
chapter on charts and graphs as research tools and an unusually comprehensive 
listing of sources of business information. Among several short appendices for 
reference use, there is an excellent non-technical summarization of statistical 
techniques in sampling. 

Because of its broadly descriptive nature and elementary discussion, the 
book seems best fitted for first or survey courses in marketing research and as a 
convenient ‘refresher’ for marketing research practitioners who feel the occa- 
sional need to take a long view of the field. 

University of North Carolina CLEMENT 8. Logspon 


The Role of Measurement in Economics. By Richard Stone. Cambridge: Uni- 
versity Press, 1951. Pp. viii, 85. $2.50. 

This book attempts to set forth some of the more important problems which 
arise in the study of economics by means of statistical methods. The modest 
size of the book makes its title seem somewhat ambitious and rather too inclu- 
sive. However, the author has stated in a concise and stimulating manner some 
of the more important contributions to the subject, including a few of his own. 
The problems which he considers fall into four general categories: namely, the 
collection of economic facts, the testing of hypotheses, the estimation of param- 
eters, and the prediction of economic behavior. 

It is in the section on the collection of data that the most fruitful contribution 
of the book is to be found. In this section Stone points out that existing methods 
of recording and reporting economic facts are not always amenable to economic 
analysis. Therefore, he advocates a maximum of economic design in the collec- 
tion of data. Largely left to chance and the whims of government and private 
economic agencies, the methods of recording economic activity leave much to 
be desired. Statistical collection agencies should revise their procedures in such 
way as to provide economic analysts with designed information. 

The author furnishes an example of an improved accounting procedure with 
regard to the British economy. Centered around the three forms of economic 
activity, i.e., production, consumption, and asset formation, the system becomes 
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“isomorphic” to three of the traditional basic accounting statements: the 
operating section of a profit and loss statement, the non-operating section, and 
a capital account. To insure complete reporting Stone recommends that accounts 
be set up for all economic units, households included, so that aggregates will not 
be weighted in favor of transactions which only get mention under the present 
system of including only “entrepreneurial” traders. The present reviewer has 
argued for years in favor of the inclusion of household data in the national 
accounting of production, consumption, and increase of capital. (See, for exam- 
ple, ‘Fundamental Principles of Profit,” this Journal, October 1936.) 

The discussion of the estimation of parameters seems to this reviewer to be 
the weakest part of the book. In this section the author has fallen prey to the 
fallacies of the Scandinavian approach to the statistical analysis of economic 
data. He seems to be completely bemused by the antinomies and double-talk 
of the so-called theory of “identification.” Space forbids an adequate criticism 
of Stone’s theory for that would require a general attack upon the whole Scandi- 
navian approach, as set forth in the works of Frisch, Koopmans, Reiersl, Wald, 
and others. Suffice it to say that both Stone and his intellectuai progenitors 
have not developed a theory of the identification of neo-classical demand curves, 
but rather a neo-definition of concepts. 

University of Florida MontcomMery D. ANDERSON 
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ALABAMA 


During April and May overall business activity in Alabama was slightly below 
the level registered in the first quarter of 1951. By April most indicators showed 
an upturn, indicating that the slight dip of the first four months was giving way 
to a continued rise in activity. The dip and recovery in Alabama contrasted with 
a rather steady increase in most indicators for the United States during the 
first five months of 1951. 

A seasonally adjusted index of industrial production for Alabama was down 
2.2 per cent in April and May from the first quarter of 1951, while the Federal 
Reserve Index of Industrial Production showed an increase of nearly 1 per cent 
for the United States. Alabama employment in non-agricultural establishments 
displayed a rise of three-tenths of 1 per cent in April and May over the first 
quarter. This was substantially less than the corresponding rise of nearly 1.5 
per cent for the country as a whole. The consumer price index for Birmingham 
edged upwards two-tenths of 1 per cent over the first quarter, but the index 
in May stood slightly under the record height recorded in March. In the United 
States the rise was much larger being nearly 1 per cent, and a new price peak was 
recorded in May. Prices received by Alabama farmers broke slightly in April and 
the index in April and May was down a third of 1 per cent from the first quarter. 
In the United States, farm prices first declined in May, falling 1 per cent from the 
previous month. 

Indications are that retail sales in Alabama dipped and then recovered, during 
the first five months of 1951. Sales tax receipts were down three-tenths of 1 per 
cent in April and May from the first quarter, but May sales tax collections ex- 
ceeded those of April by a small margin. 

Steel ingot production in Alabama was up more than 8 per cent in April and 
May over the first quarter, compared with a corresponding rise of nearly 5 per 
cent for the United States. Contract construction awards both in Alabama and in 
thirty-seven eastern states jumped sharply in April and May. In Alabama awards 
shot up 54 per cent in April and May over the first quarter, while in thirty-seven 
eastern states the rise was an enormous 72 per cent. In both cases this rise appears 
to be far more than seasonal. 

In summary, Alabama business activity appears to be increasing after a very 
slight slackening in the early months of 1951. Considering the results that will 
flow from the enormous construction awards being made, it seems safe to predict 
a substantial increase in activity during the months ahead. Another aspect of 
the situation to be watched is the national budget. Unless Congress closes the gap 
between proposed expenditures and prospective taxes, the inflation we have seen 
in the past year will seem slight by comparison with what is to come. 

University of Alabama JoHN S. HENDERSON 

286 





\ 


RET i ET 















STATE REPORTS 


FLORIDA 


At the end of its fiscal year on July 1 the state had an unencumbered balance 
of $15,300,000 in its general revenue fund, a gain of $2,000,000 for the 1949-51 
biennium. This was largely due to the limited sales tax which took effect in 
November 1949 plus the budget commission’s policy of withholding ten per cent 
of the general fund appropriations for the biennium. As a result of changes in the 
sales tax law by the last legislature, which will increase the yield by an esti- 
mated $2,000,000 annually, plus the growth in other tax revenues, the outlook 
for the various state agencies dependent upon the general fund is somewhat 
brighter for 1951-53. Although the governor used his item veto to strike out a 
provision in the appropriation to freeze salaries at May 1951 levels, few state 
employees were being granted increases commensurate with rising living costs. 

KEKE 

In mid-July Florida’s summer tourist trade was well ahead of 1950. An 
average 15 per cent increase in highway traffic was reported by the State Road 
Department. At this rate it was expected that more than 1950’s estimated 
5,000,000 visitors would come into the state this year and push the income from 
this source above $1,000,000,000 for the first time. 

EKKE 

In. the 1950-51 season six of every ten oranges in Florida’s 62,000,000 box 
crop went into cans along with five of every ten grapefruit. With sales of frozen 
orange concentrate mounting steadily the newer “hot pack” citrus concentrate 
was expected to open a new field, especially in foreign markets where refriger- 
ation facilities are not adequate. Frozen limeade has been developed to counter 
California’s popular frozen lemonade. 

HEKKK 

Florida’s privately owned utilities were brought under the control of the state 
commission by the last legislature. For the third time in nine years the ICC has 
decreed that the Florida East Coast Railway should be merged into the Atlantic 
Coast Line Railway Company. Legal action by disgruntled bondholders has 
thwarted such action before and will probably be instituted again. 

University of Florida C. H. Donovan 


GEORGIA 


Georgia closed the fiscal year which ended June 30, 1951, with a surplus of 
$18,448,292, according to the report on the financial condition of the state 
recently issued by the state auditor. Total treasury receipts were $153,338,788, 
an all-time high and $27,997,313 more than the previous high of $125,361,475 
collected during fiscal 1950. Expenditures for the year also set a new record. They 
were $139,195,709, as compared to $127,210,245 last year. This resulted in an 
operating surplus for the year of $14,143,078, which, when added to the surplus 
of $4,305,213 as of June 30, 1950, enabled the state to start the new fiscal year 
with a surplus three times larger than any previously reported. In spite of this 
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favorable showing, the state auditor has issued a warning against undue op- 
timism, since the state has embarked on the biggest spending program in its 
history for education, health, road, and welfare benefits. The new budget calls 
for expenditures of $207,505,703 for the current fiscal year, and will require a 
further increase of one-third in revenues above the record 1951 figures. 

The record budget for the current year is largely the result of the passage by 
the last General Assembly of the minimum foundation program for education, 
together with enlarged payments for health, welfare, and highways. Main 
reliance for financing the additional expenditures is placed upon a 3 per cent 
general sales and use tax, which went into effect April 1. Some indication of the 
potential of this new tax as a revenue producer is shown by the fact that it 
produced $8,109,561 during the first three months it was in effect, despite a lag 
in the reporting of sales tax receipts by retailers. 

Although the general sales tax is new, Georgia has long relied on individual 
excises for a major portion of the state’s revenue. In fiscal 1951, for example, the 
7 cent state tax on gasoline, which was reduced to 6 cents on July 1, brought in 
$53,902,742, or over one-third of total treasury receipts for the year. When to 
this is added $17,393,374 produced by taxes on alcoholic beverages, and $13,067, 
143 by tobacco taxes, it is seen that over 55 per cent of the state’s revenue came 
from excises other than the general sales tax. The second largest individual 
revenue producer continued to be the income tax. Collections from this source, 
after two years of decline from the 1948 peak, reached a new high of $36,586,743, 
and provided 23 per cent of total receipts. 

Education, welfare, highways, and health, as in previous years, accounted 
for the major part of the record-breaking expenditures made during the year’ 
In first place was education, including the university system, with a total of 
$60,170,000. This was 43 per cent of total budget allocations, and represented an 
average expenditure of $17.53 per citizen of the state. In second place was ex- 
penditures on roads and bridges, which amounted to $37,775,557. The welfare 
department, including institutions, spent $18,758,423, while the state’s health 
program, including hospital construction, cost $8,152,000 during the year. 

Emory University ALBERT GRIFFIN 


KENTUCKY 


Generel fund revenues reached the record total of $67,648,000 for the fiscal 
year 1950-51 which ended June 30. The Department of Revenue has estimated 
that 1951-52 will see $72,000,000 roll into the state’s coffers. The 1950 legislature 
appropriated about $70,000,000, so the increase will be welcome if the budget is 
to be balanced. The Department expects high levels of employment plus vigorous 
tax administration to result in a personal income tax yield of about $17,000,000 
contrasted with $14,789,000 for the year just ended. Cigarette taxes are ex- 
pected to yield $5,300,000 as against $5,110,000 in 1950-51 (the writer dissents 
from this view, believing cigarette consumption is likely to stabilize at a level no 
higher than during the 1950-51 period), and that elbow benders will chip in 
$5,250,000 as against $5,677,000 for 1950-51. This last estimate appears reason- 
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ably conservative. Whiskey production taxes are estimated to fall from $6,282,000 
to $4,500,000. There can be no doubt that liquor production will sharply recede 
from the high levels during the twelve months following the beginning of hos- 
tilities in Korea when distillers anticipated that their alcohol-making facilities 
would be taken over for the defense effort. Kentucky has no general sales tax. 
It has some selective sales and gross receipts taxes which normally account for 
about one-fourth of the general fund revenue. 

Seventy-three out of each thousand of the state population paid personal 
taxes on their 1950 incomes. There were 214,869 returns on which taxes were 
paid. That was an increase of 66,309 more persons than for the year before. The 
average payment was $50.54. 

Revenues going into the state’s road fund reached almost $53,000,000 in 
1950-51. This does not include federal funds. Under the constitutional amend- 
ment adopted a few years ago all taxes on motor fuels, car registrations, operator 
licenses, car sales, and bus, truck, and taxi fees must go into a fund for the 
administration, construction, and repair of roads and bridges. All other taxes go 
into the general fund. In 1950 when the legislature raised the state’s gasoline 
tax from five to seven cents, it assigned two-sevenths of the total yield to rural 
roads. An additional $5,000,000 from the road fund was allotted to rural roads 
for each of the years 1950-51 and 1951-52. The motor fuel tax brought in $39,- 
568,000 in 1950-51. Of this, $11,314,441 went to rural roads. 

The Economic Security Department has reported that for May the state was 
rendering assistance to 2,477 needy blind, 61,256 dependent children, and 67,306 
old people. At the start of the new fiscal year it was expected that average old- 
age-assistance checks would rise to $30 monthly, with the maximum raised to 
$50 from $40. It was expected that the average for the needy-blind would in- 
crease to $32 a month and for dependent children to $42. The increases are not 
made on a blanket basis, but each grant is “... to be computed individually 
according to the needs of the person receiving assistance.” 

The legislatively created Committee on Functions and Resources of State 
Government has released a report comparing state expenditures now and in the 
past. In 1932 the state spent an average of $16 to serve each of its approximately 
2,600,000 people. Of that amount, $8.54 went for roads, $3.95 for education, 
$1.27 for health and welfare, and $2.24 for all other costs including courts, the 
legislature, and regulatory agencies. Today, welfare costs alone are considerably 
in excess of the $16 per capita expended on all governmental services in 1932. 

University of Kentucky RopMaN SULLIVAN 


LOUISIANA 


The level of economic activity (after seasonal adjustment) in Louisiana during 
the second quarter of the year declined slightly from the unusually high level 
for the last month of the first quarter. This decline can be explained primarily 
by the decrease in department store sales as a result of reduced scare buying 
during the second quarter. Other components of the general business index 
such as freight carloading, industrial electric power consumption, payrolls, and 
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bank debits continued as high or higher than their first quarter level. The state’s 
economic activity continued at a level considerably above that of the first half 
of 1950. 

Louisiana’s productive capacity is constantly being expanded by the estab- 
lishment of new industries or plants within the state or by the expansion of 
existing facilities. Announcements are being made almost daily of such develop- 
ments. These expansions are being felt in the labor market in the form of de- 
creased unemployment and unemployment benefits, increased payrolls, and 
inter-industrial shifts as shown by increases in manufacturing employment and 
decreases in non-manufacturing employment. The situation that had existed 
soon after World War ITI in which college graduates could choose among several 
jobs was again true for many specialized graduates from this year’s June class. 

Farm prices this summer are up considerably above the 1950 summer level. 
However, agriculture prosperity is a function of both price and size of crop. 
As of July 15 certain Louisiana crops appeared very favorable, but others were 
below past years. Cotton acreage in the state was up almost 50 per cent from 
1950, or from about 700,000 acres to 1,000,000 acres. Midsummer observation 
indicated a good crop with the dry weather making weevil control easier. The 
sugar cane prospects are also good if the weather continues normal through the 
harvest. Pasture and hay crops have been curtailed by dry weather but the corn 
crop is normal. Rice acreage is up to 616,000 acres this year compared to 545,000 
last year; however, water shortages have hurt the crop. Sweet potato acreage is 
down 40 per cent from 1950 due to more favorable cotton prices and conse- 
quential shifts in land use. This year’s strawberry crop was poor and the tung 
oil prospects are very poor. 

Louisiana State University W. H. BauGun 


MISSISSIPPI 


A Report of considerable interest to school people, the general public, the 
legislature, and those interested in state and local finances was recently released 
by the Mississippi Citizens’ Council on Education, a group composed of lay 
leaders interested in the educational policies and welfare in the state. The basic 
work was done through four special committees, and thousands of Mississippi 
citizens have spoken through the execution of questionnaires and otherwise. 

Section one of the Report dealt with buildings and facilities. It concluded that 
the present plan for financing school building and construction has proved itself 
inadequate, that school buildings are too crowded and should be modernized, 
that the state should provide a substantial portion of the necessary funds from a 
continuing and stable source of revenue to be allocated on a teacher unit basis, 
that school transportation should be expanded to include all children legally 
entitled to same, and that school bus drivers should be required to take a specified 
course in driver training. 

Section two dealt with organization and administration. It concluded that all 
schools (white and Negro), exclusive of existing separate school districts, should 
be consolidated for administrative purposes into one district on a county-wide 
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basis, and placed under an elective County School Board which should select 
the county superintendent of education (now an elected officer) who must meet 
such professional qualifications as determined by the State Board of Education. 
Sixteen section school lands would be administered by the county school board. 
The State Board of Education would be enlarged to include one additional 
member from each of the State’s Congressional Districts, members to be 
nominated by the Governor and elected by the Senate for staggered terms; the 
duties of the Board would be increased. 

Section three dealt with curriculum and instruction. Among other things it was 
recommended that the legislature appropriate funds to implement the elementary 
and high school curriculum committee provided by the 1948 legislature, that 
adequate supervision be provided at both the state and county level, and that 
provision should be made for the care and instruction of the exceptionally slow 
learners and physically handicapped. 

Section four dealt with finances. It was recommended that a minimum founda- 
tion program—a guaranteed minimum program of education throughout the 
state in terms of certain financial standards—be adopted. Funds to meet this 
would be provided by the state and the local educational unit, the state paying 
what the local contribution lacks of defraying the cost of the program. 

The local unit’s contribution would be determined by some index of the 
relative taxpaying ability of the various counties of the state based upon eco- 
nomic factors not affected by local assessments. Local units wishing to supple- 
ment the foundation program would be permitted to do so. 

The committee recommended a teachers salary schedule ranging down from 
$2,600 a year for teachers with a master’s degree and $2,400 for college graduates. 
It estimated the total cost of the foundation program for an eight-month term 
at $51,600,000, of which the local units would contribute (on the basis of the 
equivalent of a 10-mill state wide levy) $9,750,000 and the state $41,850,000. 
This latter amount is approximately what the state is now spending on the 
common schools for the 1950-52 biennium. 

University of Mississippi Davin McKinney 


NORTH CAROLINA 


North Carolina has no heavy industry. All the manufacturing establishments 
of the state devoted to metals and machinery account for only 23 per cent of the 
value added by manufacture. Textiles provide half of the value added and ac- 
count for nearly three-fifths of the workers employed in manufacturing in the 
state. When tobacco products and furniture are added to textiles, three-fourths 
of the manufactures of the state are accounted for. 

Because of this structure, no spectacular changes in the state’s economy were 
produced by World War II, and none are being brought about by the present 
defense program. Neither have great population movements been stimulated. 
Between 1940 and 1950 the number of persons living in the state increased by 13 
per cent. The total number of production workers in manufacturing increased 
about 25 per cent between 1939 and 1947, but the chief manufacturing in- 
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dustries of the state showed approximately the same relationships to one another 


and made up approximately the same proportion of the whole in both those 
years. 


Davidson College C. K. Brown 


SOUTH CAROLINA 


A retail sales tax, estimated by state officials to yield 31 million dollars a year, 
was levied by the 1951 general assembly with the avowed purpose of equalizing 
Negro public school facilities with those for white pupils. 

This is the first time South Carolina has had a general sales tax. Previously, 
there has been a limited sales tax on luxury items such as liquor, cigarettes, 
coft drinks, and candy priced at more than one dollar a pound. 

The retail sales levy begins at 11 cents. From 11 through 35 cents, the tax 
will be one cent. From 36 through 65 cents, the tax will be two cents, and from 
66 cents to $1 the tax will be three cents and so on. 

There will be a $25 tax ceiling on “‘single items’”’ costing from $750 to $1,500 
a $40 ceiling on items costing from $1,500 to $3,000, and $75 on any sale beyond 
$3,000. 

The proceeds of the tax and a projected 75 million dollar school building bond 
issue are earmarked for improving the public school systems. 

Partially offsetting the sales tax is the elimination of several increases in 
selective sales taxes on tobacco, beer, and wine (voted in 1949 to help absorb a 
deficit) and some individual income tax adjustments. 

* * * * * 

Between 1925 and 1949 public school teachers’ salaries, particularly in cities 
and large communities in the South have more than doubled according to the 
Bureau of Labor Statistics. 

This 100 per cent-plus gain for the South compares with an 84 per cent in- 
crease for the nation as a whole. 

South Carolina is making big strides in boosting teachers’ salaries. The state 
legislature has raised teachers’ salaries on an average of 20 per cent for the 
1951-52 school year. In addition to raising salaries, South Carolina has a far- 
reaching five-year school building program and a state controlled school bus 
system designed to equalize white and Negro school facilities. 

Clemson College J. F. Mives 


TENNESSEE 


Tennessee state tax collections skyrocketed to an all-time record high of 
$158,439,303 in the fiscal year ending June 30, an increase of $15,774,044 over 
the previous year. This increase is probably due to a combination of four factors, 
namely, inflation, certain tax increases, better business and, in certain cases, 
better enforcement. 

Sales tax receipts soared to a total of $49,398,683 for the 1950-51 fiscal year. 
This is an increase over the previous fiscal year of $6,893,362. Since 1939, the 
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per capita retail sales in Tennessee has more than tripled and the total retail 
sales has jumped over a billion and a half dollars. 

Gasoline tax receipts accounted for the second largest collections, totaling 
$45,442,051 for 1950-51 compared to $41,424,630 for 1949-50, an increase of 
$4,017,421. All major tax items increased during the fiscal year with the excep- 
tion of franchise tax receipts which declined slightly. 

Part of the increase in collections resulted from an increase in the state tobacco 
tax and a change, amounting to an increase, in excise tax collections. The in- 
crease in the alcoholic beverage tax collection is the definite result of better 
enforcement. 

The largest single source of revenue for Tennessee is not any of the taxes 
levied by the state however. The state gets more money from the federal govern- 
ment each year than it collects from its largest revenue source—the sales tax. 
The state got more than $53,000,000 in federal aid last year and probably will 
get around $50,000,000 this year. These figures represent a 2,800 per cent in- 
crease over the $1,900,000 received in 1937. 

On the other side of the picture is the fact that Tennessee taxpayers gave up 
$400,000,000 to the federal treasury in fiscal 1950, the greatest federal tax in the 
state’s history, war years included. This figure was 26 per cent over fiscal 1949. 
This increase is due more to higher incomes than to higher taxes, according to 
best informed opinion. 

The largest revenue producer was the tax on personal and corporate incomes 
which represented about 85 per cent of the total collected from the state by the 
federal government. Social security payments, federal excise taxes, liquor and 
tobacco taxes, and the federal admissions tax accounted for most of the remainder. 

Despite the increase in tax revenues, the state debt now exceeds the $100,- 
000,000 mark for the first time since the 1943-44 fiscal year. A recent sale of 
nearly $9,000,000 worth of new bonds to provide building funds for state colleges 
and special schools, a new highway bridge and the state supreme court sent the 
debt soaring. On December 1, 1950, the debt totalled $92,072,500. 

Included in the new bond sales figure are $725,000 worth of bonds for a new 
highway bridge. This issue marks the first time in twenty or more years that the 
State has borrowed ‘‘new” money to finance road-building. When this particular 
bridge is built and opened it will be Tennessee’s first toll bridge since 1947 
when the legislature abolished bridge tolls that had been in effect for about 
twenty-four years. 

George Peabody College For Teachers James E. Warp 








PERSONNEL NOTES 


Wendell M. Adamson, associate professor of economics at the University of 
Alabama, now on leave with the federal government, has had his leave extended 
through the year 1951-52. 

A. Bruce Anthony, professor of economics at Mercer University, spent the 
summer months in research into airline costs under a grant from the Carnegie 
Foundation. 

G. H. Aull of Clemson College was elected president of the American Farm 
Economic Association at its annual meeting in Guelph, Canada, in July. 

Ear! L. Bailey, formerly of the University of Oklahoma, has joined the Bureau of 
Business Research at the University of Mississippi as assistant director for 
business research and as editor of Mississippi’s Business. 

Henry G. Baker has been promoted to professor of marketing and head of 
division of marketing, College of Business Administration, Atlanta Division, 
University of Georgia. 

Mabel Baldwin has been promoted to associate professor of secretarial science 
at Mississippi State College for Women. 

Allen T. Barr, assistant professor of economics at the University of Mississippi, 
attended Purdue University during the summer. 

Gerald A. Barrett, associate professor of business law in the School of Business 
Administration of the University of North Carolina, has been re-appointed 
as a member of the North Carolina Arbitration Board. 

Russell Bowers is now professor of accounting and head of controllership 
concentration at the College of Business Administration, Atlanta Division, 
University of Georgia. 

Lejeune P. Bradley is now assistant professor of business and student coun- 
selor at the College of Business Administration, Atlanta Division, University of 
Georgia. 

Buford Brandis, associate professor of business administration at the School 
of Business Administration, Emory University, is on leave as economist with the 
Machinery and Allied Products Institute, Washington, D. C. 

Robert C. Brooks has been appointed instructor in the School of Industrial 
Management, Georgia Institute of Technology. 

James M. Buchanan, formerly at the University of Tennessee, has joined the 
teaching staff of Florida State University. 

Margaret Buchanan, Mississippi State College for Women, was visiting 
assistant professor in office administration at the University of Mississippi during 
the summer. 

Walter S. Buckingham, Jr., has been appointed assistant professor in the 
School of Industrial Management, Georgia Institute of Technology. 

J. Whitney Bunting, formerly head of the division of economics at the College 
of Business Administration, Atlanta Division, University of Georgia, has been 
transferred to Athens, where he is now professor of economics and head of the 
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bureau of business research of the College of Business Administration, University 
of Georgia. 

R. L. Bunting, assistant professor of economics in the School of Business 
Administration of the University of North Carolina, has been granted a leave of 
absence to return to duty with the Air Force. 

Thomas H. Carroll, dean of the School of Business Administration of the 
University of North Carolina, was a member of the duPont Symposium, con- 
ducted last summer by E. I. duPont de Nemours and Company. 

Ira C. Castles, instructor of economics in the University of North Carolina 
School of Business Administration, was awarded a fellowship in the College 
Business Exchange Program of the Foundation for Economic Education. Mr. 
Castles was placed with Sears Roebuck & Company in Chicago for six weeks 
last summer. 

Robert L. Chaffin, assistant professor of economics at the College of Business 
Administration, Atlanta Division, University of Georgia, is on active duty with 
the armed forces of the U. 8S. 

W. S. Connor returned in June to the University of Kentucky College of 
Commerce staff after a leave of two years to do graduate work. 

Frank L. Cox of Clemson College resigned to take a position with the State 
Bureau of Fisheries at Bear’s Bluff Laboratory. 

Robert W. Crutchfield, associate professor of accounting, has resigned his 
position with the University of North Carolina School of Business Administra- 
tion to join the accounting executive group of Cannon Mills. 

William O. Cummings has been appointed lecturer in insurance in the School 
of Business Administration of the University of North Carolina. 

Kenneth R. Davis, assistant professor of marketing, has returned to his 
teaching duties in the School of Business Administration of the University of 
North Carolina after a leave of absence devoted to further graduate work at the 
University of Chicago. 

James H. Dornburg has resigned as instructor in business administration at 
the School of Business Administration, Emory University, to accept.a position as 
statistical analyst with the Lockheed Aircraft Corporation, Marietta, Ga. 

Richard T. Eastwood, associate professor of management at the University of 
Alabama, has been appointed head of the University of Alabama’s Birmingham 
Center. 

John T. Etheridge has returned to the faculty of the School of Industrial 
Management, Georgia Institute of Technology, from a period of graduate study. 

C. H. Farnsworth joined the faculty of Wake Forest College in September as 
associate professor of Economics. 

Lytle C. Fowler, assistant professor of office administration at the University 
of Mississippi, attended New York University during the summer. 

William V. George, Jr., former editor of the University of Mississippi’s busi- 
ness bulletin, Mississippi’s Business, and research associate on the staff of the 
Bureau of Business Research, has resigned to accept a position with the Lincoln- 
Mercury Corporation in Detroit. 
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Dwight L. Gentry has been appointed instructor in marketing at Wake 
Forest College. 

John P. Gill has been appointed professor of economic statistics and head of 
economic statistics concentration, College of Business Administration, Atlanta 
Division, University of Georgia. 

Carl P. Gleason has resigned from the faculty of the School of Industrial 
Management, Georgia Institute of Technology. 

Leland J. Gordon, chairman of the Department of Economics, Denison 
University, is a visiting professor of economics at Louisiana State University 
during the academic year, 1951-52, where he is giving courses in Consumer 
Economics. 

James W. Griffin has resigned from the faculty of the School of Industrial 
Management, Georgia Institute of Technology. 

Rush V. Greenslade has joined the staff of the Tennessee Valley Authority 
as industrial economist in the Division of Regional Studies. 

H. W. Hargreaves of the University of Kentucky College of Commerce re- 
turned to his teaching duties in June after nine months with the Brookings 
Institution. 

Warren W. Haynes returned to the University of Kentucky College of Com- 
merce after a year in England and Austria on a Fulbright fellowship. 

Malcolm R. Henderson has resigned from the faculty of the School of In- 
dustrial Management, Georgia Institute of Technology. 

George Henry has resigned as instructor in accounting at Louisiana State 
University to accept a position in Natchez, Mississippi. 

Frank M. Herndon, assistant professor of office administration at the Uni- 
versity of Mississippi, has been granted a leave of absence to continue graduate 
study at Northwestern University. 

Max L. Hibbs has resigned from the faculty of the School of Industrial Man- 
agement, Georgia Institute of Technology. 

Hiram J. Honea, placement director and assistant professor of economics at 
the College of Business Administration, Atlanta Division, University of Georgia, 
is now on active duty with the armed forces of the U. S. 

Robert M. James, assistant professor of accounting at the University of 
North Carolina School of Business Administration, was awarded a Ph.D. degree 
by the University of Illinois in June. 

Harold L. Johnson is now assistant professor of transportation at the College 
of Business Administration, Atlanta Division, University of Georgia. 

Ole S. Johnson is now assistant professor of retailing and head of retailing 
concentration at the College of Business Administration, Atlanta Division, 
University of Georgia. 

Rossall J. Johnson, assistant professor of institutional and industrial manage- 
ment at Mississippi State College, will do further graduate study during 1951— 
1952 at Purdue University. 

Rufus Jones, instructor in office administration at the University of Mississippi, 
has been called to active duty in the Naval Reserve Corps. 
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Willys R. Knight is now associate professor of economics at the College of 
Business Administration, Atlanta Division, University of Georgia. 

Henry A. Leslie, assistant professor of business law at the University of 
Alabama, is on one year’s leave of absence to serve as acting chief legal counsel 
for the Birmingham district of O. P.S. 

Daniel M. McFarland, formerly of the University of Pennsylvania, has 
joined the faculty of Blue Mountain College as teacher of economics. He succeeds 
David E. Guyton. 

Dan M. McGill, Julian Price associate professor of life insurance in the School 
of Business Administration of the University of North Carolina, has been granted 
a leave of absence to return to duty with the Air Force. 

George E. Maddox of the faculty of the School of Industrial Management, 
Georgia Institute of Technology, is on leave to the armed services. 

John Paul Maggard, instructor in economics at the University of Alabama, 
has resigned to do graduate work. 

Lewis D. Malphrus has returned to the Agricultural Economics Department 
at Clemson College from a year’s graduate study at Purdue University. He has 
completed his residence requirements for the Ph.D. degree. 

George E. Manners has been promoted from assistant resident dean to resident 
dean of the College of Business Administration, Atlanta Division, University of 
Georgia. 

F. R. Marshall has resigned as instructor in economics at Louisiana State 
University to continue graduate study at the University of California. He taught 
evening courses in the University of Mississippi, Millsaps College Center, during 
the summer months. 

William M. Merrill, instructor in finance at Mississippi State College, is on 
leave for graduate study at the University of Illinois. 

Frederic Meyers has resigned his assistant professorship at the University 
of Texas to accept an appointment as associate professor of labor and industrial 
relations in the Institute of Labor and Industrial. Relations, University of 
Illinois. His time will be devoted largely to research. During the last summer 
he taught at Michigan State College. 

Mrs. M. A. Miles, assistant professor of management at the University of 
Alabama, has returned from a leave of absence during which she completed her 
Ph.D. in personnel management at Purdue. 

Charles N. Moore, instructor in statistics at the University of Alabama, has 
been granted a leave of absence to do work leading to a Ph.D. degree. 

Karl Morrison has been promoted to professor of economics at the University 
of Mississippi. 

Frederick S. Morton, III, of the Harvard Graduate School of Business joined 
the faculty of Davidson College in September as associate professor of economics 
and business. 

Leon N. Moses, formerly instructor in economics at Northwestern University, 
has joined the staff of the Tennesses Valley Authority as industrial economist 
in the Division of Regional Studies. 
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Carl D. Mullican, Jr., formerly research associate on the staff of the Bureau 
of Public Administration at the University of Mississippi, has been promoted to 
the rank of assistant director of the Bureau. 

Robert L. Nichols has resigned as instructor in accountancy at the University 
of Mississippi to accept a position with the Reynolds Metals Company. 

Robert J Nixon has resigned as instructor in accounting at Louisiana State 
University to accept a position in Tulsa, Oklahoma. 

Henry C. Pepper is now professor of public administration and head of division 
of public administration, College of Business Administration, Atlanta Division, 
University of Georgia. 

C. E. Ratliff has returned to Davidson College as assistant professor of eco- 
nomics after two years of graduate study at Duke University. 

Frances Reck, formerly of Mississippi State College for Women, has accepted 
a position at Mississippi Southern College as assistant professor of commerce. 

David J. Schwartz, instructor in marketing at Mississippi State College, 
attended Ohio State university during the summer. 

Glenn R. Scott has been promoted to assistant professor of accounting at 
Mississippi Southern College. 

Raymond D. Sharp of the School of Industrial Management, Georgia In- 
stute of Technology, is on leave to the armed services. 

Chester R. Smith, associate professor of agricultural economics at Clemson 
College, has been granted leave of absence to return to duty with the Army. 
During his absence, Dr. James F. Miles, associate agricultural economist at 
Clemson College, will act as South Carolina correspondent for The Southern 
Economic Journal. 

Leroy O. Smith, assistant professor of accounting at Mississippi State College, 
has accepted a position with the Army Department. 

J. Douglas Snider, assistant professor of economics and business administra- 
tion at the University of Mississippi, is on leave of absence to do further graduate 
work at the University of Indiana. 

Burton L. Taylor has resigned his instructorship of economics at the Woman’s 
College of the University of North Carolina to join Central Intelligence in 
Washington. 

David Townsend has resigned as instructor in economics at Louisiana State 
University to continue graduate work. 

Basil A. Wapensky has resigned as instructor in economics at the School of 
Business Administration, Emory University, to accept a position in the Research 
Department of the Federal Reserve Bank of Atlanta. 

Arthur M. Whitehill of the University of North Carolina School of Business 
Administration attended the Jersey Roundtable Symposium conducted by the 
Standard Oil Company of New Jersey last summer. 

Ralph Yuill, assistant professor of economics at the University of Mississippi, 
attended Indiana University during the summer. 

* * * * * 


The following names have been added to the membership of the Southern 











Economic Association: 

W. R. Bennett, P. O. Box 1896, University, Ala. 

M. H. Bittinger, Hampden-Sidney College, Hampden-Sidney, Va. 

Marshall R. Colberg, Department of Economics, Florida State University, 
Tallahassee, Fla. 

Charles G. Dobbins, The Montgomery Examiner, Montgomery, Ala. 

W. O. Dobbins, Jr., Alabama State Planning Board, 102 Church Street, 
Montgomery, Ala. 

Frank J. Foster, Box 2242, University, Ala. 

Joseph C. Golden, Tennessee Polytechnic Institute, Cookeville, Tenn. 

George L. Googe, International Printing Pressmen’s Union, 203 Connally 
Building, Atlanta, Ga. 

Paul N. Guthrie, Box 521, Chapel Hill, N. C. 

Charles M. Hewitt, Jr., Box 3432, University, Ala. 

W. 8. Hildreth, Peoples National Bank, Charlottesville, Va. 

Ralph McGill, The Atlanta Constitution, P. O. Box 4689, Atlanta, Ga. 

C. H. McGregor, School of Business Administration, University of North 
Carolina, Chapel Hill, N. C. 

Price C. McLemore, The Oaks, Waugh, Ala. 

F. D. Patterson, Tuskegee Institute, Tuskegee Institute, Ala. 

R. E. Short, American Farm Bureau Federation, Brinkley, Ark. 

James E. Walter, Department of Economics, Duke University, Durham, N. C. 

Frank J. Welch, University of Kentucky, Lexington, Ky. 

Morgan Whitney, Whitney National Bank, New Orleans 10, La. 

A. L. M. Wiggins, ACL & L&N Railroad Companies, Hartsville, 8. C. 

Henry B. Wilson, 1428 University Avenue, Tuscaloosa, Ala. 


NOTE 


The 21st annual conference of the Southern Economic Association will be held 
at the Andrew Johnson Hotel in Knoxville, Tennessee, on November 16 and 17. 
Dean T. W. Glocker of the University of Tennessee is in charge of local arrange- 
ments. 


Joun B. McFerrin, Secretary-Treasurer 
Southern Economic Association 











BOOKS RECEIVED 


A Selected and Annotated Bibliography of Accounting Materials for Retail Concerns. By 
Harry A. Lipson. University: Bureau of Business Research, School of Commerce and 
Business Administration, University of Alabama, 1951. Pp. 16. Paper, 50¢. 

America’s Economic Growth. By Fred Albert Shannon. 3rd ed. New York: Macmillan 
Co., 1951. Pp. x, 967. $6.00. 

Money and Banking: Organization and Function. By F. W. Mueller, Jr. New York: 
McGraw-Hill Book Co., 1951. Pp. xv, 820. $6.00. 

What Happens During Business Cycles: A Progress Report. By Wesley C. Mitchell. New 
York: National Bureau of Economic Research. Pp. xxxi, 386. $5.00. 

Economic Principles, Problems, and Policies. By William H. Kiekhofer. 4th ed. New 
York: Appleton-Century-Crofts, 1951. Pp. xix, 957. $5.00. 

Banking Reform in South Korea. By Arthur I. Bloomfield and John P. Jensen. New 
York: Federal Reserve Bank, 1951. Pp. 107. 

Migratory Labor in American Agriculture: Report of the President’s Commission on Migra- 
tory Labor. Washington: U. S. Government Printing Office, 1951. Pp. xii, 188. Paper, 
75¢. 

Production Forecasting, Planning, and Control. By E. H. Mac Niece. New York: John 
Wiley & Sons, 1951. Pp. xiii, 305. $5.50. 

A History of American Economic Life. By Edward C. Kirkland. 3rd ed. New York: 
Appleton-Century-Crofts, 1951. Pp. xi, 740. $5.00. 

Labor and Industrial Relations: A General Analysis. By Richard A. Lester. New York: 
Macmillan Co., 1951. Pp. x, 413. $4.25. 

Economics: Basic Problems and Analysis. By Clifford L. James and others. New York: 
Prentice-Hall, 1951. Pp. xxiii, 611. $4.50. 

Elementary Principles of Statistics. By A. C. Rosander. New York: D. Van Nostrand Co., 
1951. Pp. x, 693. $6.00. 

Investment Analysis and Management. By Lester V. Plum and Joseph H. Humphrey, Jr. 
Chicago: Richard D. Irwin, 1951. Pp. xiii, 664. $5.50. 

Principles of Accounting: Intermediate. By H. A. Finney and Herbert E. Miller. 4th ed. 
New York: Prentice-Hall, 1951. Pp. xiii, 975. $7.65. 

Cyclical Movements in the Balance of Payments. By Tse Chun Chang. New York: Cam- 
bridge University Press, 1951. Pp. ix, 223. $3.75. 

Relaciones Economicas Entre Mexico y Estados Unidos, 1870-1910. By Jorge Espinosa 
de los Reyes. Mexico, D. F.: Nacional Financiera, S. A., 1951. Pp. 189. 

The Joint Employee Rating Plan of the P. J. Ritter Company and Local 56 Meat and Can- 
nery Workers Union, A.F.L. By John J. Pearce, Jr., and D. N. Dertouzos. New Bruns- 
wick, N. J.: Institute of Management and Labor Relations, Rutgers University, 1951. 
Pp. 53. Paper, $1.00. 

Profit Sharing for Wage Earners and Executives. By Bryce M. Stewart and Walter J. 
Couper. New York: Industrial Relations Counselors, 1951. Pp. 124. Paper, $2.00. 
Looking Forward. By Arthur F. Burns. New York: National Bureau of Economic Re- 

search, 1951. Pp. 60. 

Occupational Choice: An Approach to a General Theory. By Eli Ginzberg and others. 
New York: Columbia University Press, 1951. Pp. viii, 271. $3.75. 

Government and Collective Bargaining. By Fred Witney. New York: J. B. Lippincott, 
1951. Pp. viii, 741. $6.00. 
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Accounting Systems: Procedures and Methods. By Cecil Gillespie. New York: Prentice- 
Hall, 1951. Pp. xli, 811. $6.50. 

The Extent of Enterprise Monopoly in the United States, 1899-1939. By G. Warren Nutter. 
Chicago: University of Chicago Press, 1951. Pp. xvi, 169. Paper, $4.00. 

The Great Idea. By Henry Hazlitt. New York: Appleton-Century-Crofts, 1951. Pp. 
374. $3.50. 


Principles of Economics. By Ralph H. Blodgett. 3rd ed. New York: Rinehart & Co., 
1951. Pp. xx, 698. $5.00. 


Econometrics. By J. Tinbergen. Translated by H. Rijken van Olst. New York: Blakis- 

ton Co., 1951. Pp. xii, 258. $4.50. 

Agricultural Marketing. By Adlowe L. Larson. New York: Prentice-Hali, 1951. Pp. xiv, 

519. $5.25. 
Psychological Analysis of Economic Behavior. By George Katona. New York: McGraw- 
Hill Book Co., 1951. Pp. ix, 347. $5.00. 

Readings in Monetary Theory. New York: Blakiston Co., 1951. Pp. ix, 514. $4.75. 

Collective Bargaining: Principles and Practices. By C. Wilson Randle. New York: Hough- 
ton-Mifflin, 1951. Pp. xii, 740. $6.00. 

Introduction to Economics. By Henry William Spiegel. New York: Blakiston Co., 1951. 
Pp. x, 605. $5.00. 

Activity Analysis of Production and Allocation: Proceedings of a Conference. Edited by 
Tjalling C. Koopmans. New York: John Wiley & Sons, 1951. Pp. xiv, 404. $4.50. 

Personnel Handbook. Edited by John F. Mee. New York: Ronald Press Co., 1951. Pp. 
xi, 1167. $10.00. 

Ausgleichsgesetze der amerikanischen Zahlungsbilanz. By Jurg Niehans. Bern: A. Francis 
AG. Verlag, 1951. Pp. x, 173. Paper, 9.50 S. Fr. 

General Education Board: Annual Report, 1950. New York: Rockefeller Foundation, 
1951. Pp. ix, 91. 

Report of the Department of Revenue, Commonwealth of Kentucky, 1950. Frankfort: De- 
partment of Revenue, 1951. Pp. v, 72. 

An Introduction to Agricultural Economics. By Robert C. Ross. New York: McGraw 
Book Co., 1951. Pp. vii, 414. $5.00. 

Statistics for Economics and Business. By Donald W. Paden and E. F. Lindquist. New 
York: McGraw-Hill Cook Co., 1951. Pp. ix, 276. $3.75. 

Key Materials: Current Supply and Outlook. New York: National Industrial Conference 
Board, 1951. Pp. 47. Paper, 50¢. 

Income Analysis. By Richard V. Clemence. Cambridge, Mass.: Addison-Wesley Press, 
1951. Pp. ix, 182. $2.50. 

Mathematics of Statistics: Part Two. By J. F. Kenney and E. 8S. Keeping. 2nd ed. New 
York: D. Van Nostrand Co., 1951. Pp. xiii, 429. $5.50. 

The Railroad Monopoly: An Instrument of Banker Control of the American Economy. 
By John G. Shott. Washington: Public Affairs Institute, 1950. Pp. xi, 250. Paper, 
$2.00. 

The Impact of the Union: Eight Economic Theorists Evaluate the Labor Union Movement. 
Edited by David McCord Wright. New York: Harcourt, Brace and Co., 1951. Pp. ix, 
405. $4.00. 

Financial Institutions. By Roland I. Robinson and others. Edited by Erwin W. Boehm- 
ler. Chicago: Richard D. Irwin, 1951. Pp. xxii, 650. $5.50. 


Problems of Labor. By Glenn W. Miller. New York: Macmillan Co., 1951. Pp. xvi, 560. 
$5.00. 
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Life Insurance. By Joseph B. Maclean. 7th ed. New York: McGraw-Hill Book Co., 
1951. Pp. xiii, 679. $6.00. 

The Decline of Laissez Faire: 1879-1917. By Harold U. Faulkner. New York: Rinehart & 
Co., 1951. Pp. xiv, 433. $4.50. 

A Graphic Approach to Economics: Selected Principles and Problems. By K. William Kapp 
and Lore L. Kapp. New York: Henry Holt & Co., 1951. Pp. xvii, 174. Paper, $1.90. 

Principles of Business and the Federal Law. By Franklin H. Cook. New York: Macmillan 
Co., 1951. Pp. xxi, 563. $5.50. 

Business Economics: Principles and Cases. By Richard M. Alt and William C. Bradford. 
Chicago: Richard D. Irwin, 1951. Pp. xii, 581. $5.50. 

Interregional Competition in Agriculture: With Special Reference to Dairy Farming. By 
Ronald L. Mighell and John D. Black. Cambridge, Mass.: Harvard University Press, 
1951. Pp. xiv, 320. $5.00. 

Advertising Media. By Ed Brennen. New York: McGraw-Hill Book Co., 1951. Pp. xvii, 
410. $6.00. 

Operating Results of Department and Specialty Stores in 1950. By Malcolm P. McNair. 
Boston: Division of Research, Graduate School of Business Administration, Harvard 
University, 1951. Pp. vi, 58. Paper, $5.00. 

Index Numbers. By Bruce D. Mudgett. New York: John Wiley & Sons, 1951. Pp. x, 
135. $3.00. 

State Economic Areas: A Description of the Procedure Used in Making a Functional Group- 
ing of the Countries of the United States. By Donald J. Bogue. Washington: U. 8. Gov- 
ernment Printing Office, 1951. Pp. iv, 96. Paper, $1.00. 

United Nations Publications, 1950. New York: Department of Public Information, 
United Nations, 1951. Pp. viii, 46. 

Policy Formulation and Administration: A Casebook of Top-Management Problems in 
Business. By George Albert Smith, Jr. Chicago: Richard D. Irwin, 1951. Pp. x, 653. 
$5.50. 

Meeting Defense Goals: A Must for Everyone. Washington: U. S. Government Printing 
Office, 1951. Pp. iv, 48. Paper, 30¢. 

The New England Economy. Washington: U. S. Government Printing Office, 1951. Pp. 
xxxvi, 205. Paper, 55¢. 

Goals for Political Science. New York: William Sloane Associates, 1951. Pp. xxiv, 319. 
$2.75. 

Economic Dynamics: An Introduction. By William J. Baumol with a contribution by 
Ralph Turvey. New York: Macmillan Co., 1951. Pp. xiii, 262. $5.00. 

Money, Trade, and Economic Growth. In honor of John Henry Williams. New York: 
Macmillan Co., 1951. Pp. x, 343. $5.00. 

The Nature and Tax Treatment of Capital Gains and Losses. By Lawrence H. Seltzer and 
others. New York: National Bureau of Economic Research, 1951. Pp. xxii, 554. $7.50. 

Statistical Analysis of National Airport Plan for 1951. Washington: U. 8. Department of 
Commerce, Civil Aeronautics Administration, 1951. Pp. 46. 

Income and Wealth. Edited by Erik Lundberg. Cambridge, Eng.: Bowes & Bowes, 1951. 
Pp. xv, 297. 30s. 





For Spring Classes... 


THE INTERNATIONAL ECONOMY Tied 


Edition 


By JOHN PARKE YOUNG, Office of Financial and Developmental Policy, De- 
partment of State; Former Professor of Economics, Occidental College. 


LEARLY and simply sets forth the essential features and theoretical basis of 

international economy, including problems involved in exchange, trade routes, 
investments, tariffs, etc. Aims to achieve a balance between history, principles, 
procedures, policies. It offers an interpretation of the fundamental economic, 
political and social problems affecting international economy, and the major role 
of the United States in future world affairs. Comments THE JOURNAL OF COM- 
MERCE: “Dr. Young’s analysis should contribute to an intelligent public policy 
concerning the postwar international readjustment.”’ 813 pages $5.50 


100 SHORT PROBLEMS sini 
IN CORPORATE FINANCE Edition 


By HERBERT E. DOUGALL, Professor of Finance, Stanford University; 
HAROLD W. TORGERSON, Professor of Finance, Northwestern University. 


SERIES of short, useful problems illustrating the principles developed in 

standard textbooks in business and corporate finance. All problems are ar- 
ranged in the order in which topics are presented in most general textbooks. The 
problems progress from short to long, using actual business situations wherever 
possible. Included are problems on: Forms of Business Ownership Organization; 
Ownership and Control of Corporation; Corporation Stock, Bonds; Promotion, 
Financial Plan; Marketing Securities; Current Financing; Determination, Dis- 
tribution of New Income; Expansion, Combination; Refinancing, Recapitalization; 
Failure, Reorganization. Teacher’s manual available. 182 pages $2.00 


ECONOMICS of INCOME and CONSUMPTION 


By HELEN G. CANOYER and ROLAND S. VAILE, both Professors of Economics 
and Marketing, University of Minnesota. 


STRAIGHTFORWARD presentation of the simple, unchanging economic 

laws which govern our lives, despite the many changes being made upon the 
world’s political economy. Clearly relates economic principles to the many aspects 
of consumption from the viewpoint of the consumer, in the belief that such a view- 
point will lead more quickly to an understanding and an ability to cope with the 
economic world we live in. Equally applicable to students who have already taken 
course in economics and wish to further their knowledge of consumer problems, 
as well as for beginning students. Can be used as supplementary reading or as the 
basis for a complete course in consumer economics. 355 pages $4.50 


ees THE RONALD Press ComPANY 


15 East 26th Street, New York 10 
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Economics of | 
American Agriculture 


By Walter W. Wilcox, Editor, JOURNAL OF FARM ECONOMICS, and Willard W. 
Cochrane, The Pennsylvania State College 


Each segment of American agriculture is realistically detailed in this important book 
in the light of the latest available research data and information. The operations and 
problems within the agricultural economy are explained in terms of modern elementary 
economic analysis. Such realistic problems which farmers in the U. S. and the world 
over must face as to what and how much to produce, what productive resources to use 
in what combinations, and when and how to market farm products, are deftly charted 
in an economic contest in this book. 


ge re ST 


Published August 1951, 594 pages, 6” x 9” | 


Elementary Economics | 
By J. A. Nordin, Iowa State College, and Virgil Salera, San Jose State College 


A study of the functions of the U.S. economy and an interpretation of public policy 
within this economy are integrated in this new book for the beginning economics 
student. Designed to give the student a basic working knowledge of economics so that 
he may understand the operation of the democracy in which he lives, Elementary Eco- 
nomics is above all realistic and understandable. 
Features and objectives: 
* Defines and spells out the problems of public policy in economics. ’ 
* Helps the student visualize the essential decision-making policies in our economy. 
¢ Gives valuable preparation in economics for beginning students. 
¢ Applies economic fundamentals to a large number of problem situations. 

* Helps prepare the student for effective citizenship in a democracy by giving him a 
basic understanding of economics. 


Published 1950, 844 pages, 6” x 9” 


Send for your copies today: 
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FOR YOUR COURSES IN 


ECONOMICS 


BUSINESS ECONOMICS: Principles and Cases 


mk By Richard M. Alt, The Johns Hopkins University, and 
i William C. Bradford, Northwestern University 





{ 

A well-balanced combination of text and case materials applying economic analysis to the 
ok | solution of business problems. Following a discussion of the nature and functions of business 
nd ' profits, the book systematically takes up some of management’s most perplexing problems: 

the analysis of demand and costs, the determination of price and price policies, and nonprice 

‘ 


ry competition. Adjustments of the firm to business fluctuations, labor conditions, and govern- 
‘Id ment regulation are fully covered. A complete Teacher’s Manual is available. 594 pages, 
ise College Price $5.50. 

ed 





| INVESTMENT ANALYSIS AND MANAGEMENT 


9” By Lester V. Plum, Columbia University and 
| Joseph H. Humphrey, Jr., Calvin Bullock 


This new book treats the problems of investment management and discusses the techniques 
j of investment analysis as applied to industrial, railroad, public utility, and other securities. 
Review questions and problems, thought-provoking topics for discussion, and suggested 
projects for student solution are included. A complete Solutions Manual is available to 





licy adopters. 640 pages, College Price $5.50. 
nics 

hat | FINANCIAL INSTITUTIONS 
wco- | 


By Erwin W. Boehmler (Editor), Rolan. ‘. Robinson, Frank H. Gane, and 
Loring C. Farwell, all of Northwestern University 


A new type of textbook for a broad introductory survey course in financial institutions. Fol- 
¥ lowing a short review of basic economic concepts and a brief treatment of monetary theory, 
the student is introduced to some sixty financial institutions. The book then discusses the 
problems of how the banking system creates credit, the ups and downs of the business cycle, 
the workings of the Federal Reserve System, and some peculiarities of government finance. 
A brief survey of international finance concludes the book. A Teacher’s Manual is available. 
634 pages, College Price $5.50. 





x9” | BASIC DATA OF THE AMERICAN ECONOMY—THIRD EDITION 


By W. Nelson, Peach, University of Oklahoma, and 
Walter Krause, University of Utah 


Here is a graphic and statistical presentation of the most important factual information on 
the major fields of our economic activity. Data for 1951 is available to users in the form of a 
» supplementary pamphlet provided free of charge. 266 pages, College Price $2.00. 
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"Teachers Planning Second-Semester Courses... 


Economists Seeking Sound References... 


THESE BOOKS WILL HELP YOU! 


SPIEGEL 


Introduction to 
Economics—New! 


Current Economic Problems 


An unusually clear and comprehensive study. Throughout the 
text, the author connects and integrates macro-economics with 
micro-economics with the help of input-output analysis. Each 
chapter is concluded with a summary, a bibliography, and 
study questions. A valuable appendix on comparative economic 
systems is also included. 605 Pages — $5.00 


The first book to use the national income approach. For use 
with any principles text, it analyzes current economic prob- 
lems under the headings of progress, security, freedom, and 
peace. 726 Pages - $5.00 





American 

Economic Association 
Readings in 

Monetary Theory—New! 


This is Volume V of the A.E.A. series of republished articles. 
It contains 20 articles on monetary theory and policy written 
during the last 30 years by leading theorists and rising young 
economists. Contains an extensive classified bibliography of 
articles on monetary theory. 514 Pages - $4.75 





TINBERGEN 


Econometrics—New! 


The first textbook on econometrics available in English. Trans- 
lated from the well-known Dutch work, it has been revised, en- 
larged, and brought completely up-to-date. No previous knowl- 
edge of mathematics beyond elementary algebra is required 
for a complete understanding of the subject. 258 Pages - $4.50 





LEWIS 


Economic Survey 
1919-1939 


A brief, excellent survey of the two decades between the wars 
by an outstanding British economist. Written in a very read- 
able manner, it records the events of those years—their causes 
and results. 221 Pages - $3.00 





BLOOM & NORTHRUP 


Economics of Labor and 
Industrial Relations 


A theoretical and practical discussion of the entire labor move- 
ment—past and present—for both beginning and advanced 
students. The first book to integrate economic theory, espe- 
cially business cycle analysis, with labor problems. 

749 Pages — $5.00 





SOMERS 


Public Finance and 
National Income 


i pany 
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An interesting and well-balanced discussion of the major 
developments in government policy, economic theory and 
business cycle analysis of the last 20 years. By selection of 
material, this text can be adapted to beginning or advanced 
courses. 540 Pages - $5.00 


Send For Your Copies Today! 


1012 Walnut Street * 
Philadelphia 5, Pa. 


105 Bond Street 
% Toronto 2, Canada 
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MONEY AND BANKING 
Organization and Function 


By F. W. MUELLER, Jr., De Paul University College of Commerce, Chicago. 807 pages. $6.00. 
A well-organized, well-written college text for the conventional introductory course in Money and Banking, The 
order of subject matter has been arranged to provide the basis for the development of the historical and functional 
aspects of modern exchange. The text begins with “barter”—before the invention of rmoney—and carries the 
student up through the most refined modern techniques of monetary management. 


ECONOMICS OF EMPLOYMENT 


By Appa P. LERNER. Roosevelt College. Ec ics Handbook Series. 397 pages, $4.00. 


An unusually skilful presentation of Keynesian economics, this text deals with the components of income, con- 
sumption, and investment, and with their relationships; the determinants of income and notably the rate of interest 
and the marginal efficiency of capital; the relation of money and the rate of interest; etc. 


TECHNIQUE OF ADMINISTRATION 


Administration Proficiency in Business. New 2nd Edition 


By Erwin H. Scuett, Massachusetts Institute of Technology. 363 pages, $4.50. 


Here is an excellent text for courses in top-administration, covering the sphere of high managerial responsibilities 
in industry. This text is a revision of the author’s Administrative Proficiency in Business, and offers more than 


200 anecdotes, interspersed with the text, nearly 1000 new discussion questions, and more than 150 discussional 
comments. 





RETAIL PERSONNEL MANAGEMENT 


By Wrw1aM R. SpriEGEL, University of Texas, and JosEpH W. Tow te, Northwestern University. 
360 pages, $4.50 


A complete survey of personnel administration in the department store and retail field, describing the principles 
and procedures of personnel management now in use or recommended for successful retail establishments. Em- 


phasis is on the retail store viewpoint and problems of selecting, training, compensating, and motivating employees 
in retail stores are approached. 


AMERICAN MONETARY POLICY 


By E. A. GOLDENWEISER, Committee for Economic Development Research Studies. 391 pages, $4.50 


Defines money, discusses its function in a modern economy, and reviews the experience and development of the 
Federal Reserve System. There is a discussion of the principal policy decisions by the Federal Reserve, a critique 
of these decisions and a description of the background and effects of these actions. 


Send for copies on approval 
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BOOK COMPANY, Inc. 
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“A distinct and unique 
contribution to our 
knowledge of the 


South.” 
—RALEIGH 
NEWS & 
OBSERVER 

“A model for 


other big-scale re- 
gional surveys.” 








Are you making use of 





ECONOMIC 


RESOURCES AND POLICIES 


OF THE SOUTH 


by Calvin B. Hoover & B. U. Ratchford 








—PRINTERS’ INK 


“A remarkable and al- 
most priceless collec- 
tion of facts and figures 
... highly enlightening 
and enormously com- 
prehensive not only in 
its text but in the sup- 
porting tabulations and 


charts.” 


—COLUMBIA 
RECORD 


“Will be useful for 
years to come.” 


—FORT WORTH 
STAR-TELEGRAM 


“A story which needed 
telling...an _— extra- 
ordinary comprehen- 
sive and well indexed 
compilation of basic 
economic data.” 


—NASHVILLE 
TENNESSEAN 











This remarkable piece of economic research and 
analysis is an important book not only for those in- 
terested in the South, but also for any serious student 
of our national economy. 


It presents comparative statistics on Southern re- 
sources, population, agriculture, industry, finance and 
all other factors affecting the South’s economy, show- 
ing the changes of the past 20 years in relation to simi- 
lar changes throughout the nation. Many of the old 
shibboleths about the South are refuted by these sta- 
tistics; many new facts emerge. 


But more than an unparalleled source of reliable in- 
formation, this book presents fresh analyses, in the 
light of all the facts, of the effects on Southern economy 
of price supports, the tariff and other public policies, 
with suggested alternatives for increasing the South’s 
prosperity. 

A unique contribution to our knowledge of the South, 
this book is also a model for economic research on any 
region, an illuminating study of economic planning in 
action, and a highly informative set of case studies on 
taxation, agricultural economics, labor, and other basic 
economic problems. 


$5.50 at your bookstore or from 


THE MACMILLAN COMPANY 
New York 11 


60 Fifth Avenue 
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LIPPINCOTT 
Two New Books 
For Your Fall [ (Jolley? | 
Labor Classes 





TEXTBOOKS 





GOVERNMENT AND COLLECTIVE 
BARGAINING 


Fred Witney, Indiana University 








This new textbook deals with the evolution and current problems of the 
law of collective bargaining. GOVERNMENT AND COLLECTIVE 
BARGAINING is analytical rather than technical or factual; interpreta- 
tive rather than descriptive. 

“The fact that I am adopting this book serves to emphasize in an explicit | 
way my pleasure with the book. Clarity and readability at an undergrad- 
uate level seem to prevail. Finally, the case citations are both relevant and 
yet not excessive.””—Professor Ray O. Werner, Colorado College. 

741 pages $6.00 list price 


READINGS IN LABOR ECONOMICS AND 
INDUSTRJAL RELATIONS 


Joseph Shister, University of Buffalo 








READINGS IN LABOR ECONOMICS AND INDUSTRIAL RELA- 
TIONS ought to complement almost any of the current texts in the labor 
field. The collection has merit, however, in its own right. From the vast 
output of material, Shister has contrived to collect between the covers of 
one book some of the best writings in the field. . . . The brief introductions 
sharpen the issues and give a sense of continuity. In the hands of a re- 
sourceful instructor, almost any sort of labor course can be organized 
around READINGS IN LABOR ECONOMICS AND INDUSTRIAL 
RELATIONS. 

Labor and the Nation 
661 pages $4.75 list price 


For Examination copies write to nearer office 


J. B. LIPPINCOTT COMPANY 


333 W. Lake Street East Washington Square 
Chicago 6, Illinois Philadelphia 5, Pennsylvania 
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‘NEW...1951 


of the first edition. 


A WORTHY SUCCESSOR 
TO A POPULAR BOOK 


The first edition of INTRODUCTION TO 
BUSINESS achieved and maintained a popular 
national leadership in its field. The new second 
edition is a still greater book that incorporates 
many constructive suggestions from satisfied users 





Zz 
EDITION 


* 


COMPETENT AUTHORS 


Raymond E. Glos is dean of the School of 
Business, Miami University, Oxford, Ohio. 
He has a C.P.A. and a Ph.D. degree. Har- 
old A. Baker is professor of marketing, 
School of Business, Economics, and Govern- 
ment at John Carroll University, Cleveland, 
Ohio. He has a Ph.D. degree. 








- INTRODUCTION TO BUSINESS 








INTRODUCTION TO BUSINESS, Second Edi- 
tion, is a thoroughly modern book with new 
descriptive material, new illustrations, new read- 
ing lists, many new problems, and many revised 


problems. 


The new organization provides a smooth flow of 
progress because the financing of a business is 
introduced earlier. There is a better integration 
of the materials dealing with marketing and con- 
sumer problems. A new chapter, “Special Forms 
of Business Ownership,” includes mutuals, co- 
operatives, credit unions, joint-stock companies, 
and Massachusetts trusts as forms of business 
organization. Quality control factors are given 
more emphasis because of the advances in this 
field. A chapter has been added on labor and 
government with a treatment of the Taft-Hartley 
Act. Stock and security exchanges are given more 


emphasis in the process of financing business. 


South-Western Publishing Co. 


Specialists in Business and Economic Education 
Cincinnati 2 Chicago 5 


New Rochelle, N. Y. 


Dallas 1 


San Francisco 3 





YOU WILL LIKE 
THESE FEATURES 


e A book with an economic slant 

e Wide use of visual aids in the form 
of pictures, charts, and tables 

e Vivid tie-up of subject matter with 
specific business situations, ex- 
amples, and cases 

e Proper balance of subject matter as 
to factors of ownership, financing, 
physical, personnel, marketing, 
management and government 

e Proper balance of small businesses 
and large businesses 

e Proper balance between the study 
of principles and actual proce- 
dures 

« Dynamic style that appeals to stu- 
dents and instructors 

e Plenty of questions and problems 
for instructional purposes 

e Revised supplementary reference 
readings 

e Free objective achievement tests 

e Free instructors’ manual 

e An optional workbook 
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just published 





THE ECONOMICS 
OF ARMAMENT 
INFLATION 


Jules Backman, New York Univ. 
234 pages, $1.75 


A cogent and up-to-date analysis of the basic immedi- 
ate problem of our economy, THE ECONOMICS OF 
ARMAMENT INFLATION provides an inexpensive 
means of adequately treating in the principles course 
an area substantially neglected in most current texts. 
Includes text of Defense Production Act incorporating 
Amendments, 1951. Eventually, this pamphlet is to 
be part of a complete treatment of the subject, ““War 
and Defense Economics.” 





new third edition 








available spring ’52 





WAR AND DEFENSE 
ECONOMICS 


Jules Backman, New York Univ. 
Probably 600 pp., $5.00 


A detailed analysis of the problems of an economy 
which must pay a major concern to defense and ar- 
mament. This book§will replace the earlier volume, 
WAR ECONOMICS, by Emanuel Stein and Jules 
Backman. 


PRINCIPLES OF 
ECONOMICS 


Ralph H. Blodgett, Univ. of Florida 
720 pp. $5.00 


As in the earlier editions, the emphasis is primarily 
on principles but the book includes chapters on lead- 
ing economic problems of our day. This third edition 
provides much additional material, including more 
attention to the matter of visual aids for the students; 
almost twice as many charts and diagrams; a section 
on price discrimination of various types; a section on 
the Keynesian theory of interest; new material on the 
United Nations, the International Trade Organization 
and the International Monetary Fund; a long chapter 
on Labor Organizations and industrial conflict; and 
much reorganizing throughout the book. 





new revised edition 





MONEY AND 
BANKING 


Raymond P. Kent, Univ. of Notre Dame 
784 pp. $5.00 


As in the original edition, this revision maintains a 
reasonable balance between the discussion of mone- 
tary and banking theory, and the description of the 
organization and the operations of the various kinds 
of banking institutions. This revision includes recent 
developments in theory, in operation, and in legisla- 
tion. 


RINEHART & CO. 


232 madison ave. n. y. 16 
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= A New HOLT Text 





ECONOMIC MOBILIZATION 
AND STABILIZATION 


Selected Materials on the Economics of War and Defense 


Lester V. Chandler and Donald H. Wallace, Princeton University 


This important book contains a selected and integrated group of writings dealing with the 
economics of war and defense, giving a broad coverage to the economics of mobilization, 
and placing special emphasis on the problems of stabilization. Realistic attention is given 
to the social and political as well as to the economic forces that affect policy formulation 
and execution. Included are the best informed appraisals of American policies and programs 
by men who write from their own extensive experience during World War II. It concludes 


with selections from current discussions of limited defense and full-scale economic mobiliza- 
tion. September 1951 610 pages $4.50 








Other Important New Books 





— 
A GRAPHIC APPROACH TO ECONOMICS 


Selected Principles and Problems 


K. William Kapp, Brooklyn College, Lore L. Kapp 


This convenient and useful collection of graphs, charts, and maps illustrating principles and 
problems of economics has been prepared, adapted, and reproduced to make economic rela- 
tions and theoretical concepts clear and realistic to the student. The manual is divided into 
thirteen sections, each of which gives a systematic treatment of an economic problem. A 
helpful table correlates the sections with chapters in twenty-six current textbooks in eco- 
nomics. ‘‘Dr. Kapp’s ‘A Graphic Approach to Economics’ is in my judgment indispensable 
to all beginners in economics. ...The charts portray provocative and challenging aspects 
of economic life and provide a solid background of fact in unforgettable format.’”? THEO- 
DORE J. KREPS, Stanford University. June 1951 174 pages $1.90 
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CONTEMPORARY ECONOMIC SYSTEMS 


Revised Edition 
Earl R. Sikes, Dartmouth College 








In this revision of his popular text, the author brings the discussion and analysis of the lead- | 
ing contemporary economic systems up to date. The section on communism has been en- 
larged to include seven chapters on the Soviet Union and two on the satellite states | 
of Eastern Europe. In addition, there are two vastly expanded chapters devoted to the prob- 

lems of and proposals for economic planning under capitalism. ‘‘Professor Sikes’ revised 
edition appears to me a very excellent and comprehensive text; I approve of the reduced 
attention given to the fascist economic system and the greater space given to a discussion of 
British socialism.’? PAUL BULLOCK, Occidental College. 1951 756 pages $4.75 














HENRY HOLT AND COMPANY 257 Fourth, Avenue, New York 10 
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THE KEYS TO PROSPERITY 
By WILLFORD I. KING 


Economics-Professor Emeritus, New Y ork University 


What a few economists have said about this book 
and its author: 


Professor King has produced a truly remarkable book, which I should 
unquestionably place among the outstanding works of the present 
decade. 

Its main contribution lies in the debunking of a host of economic falla- 
cies, the influence of which has been to prevent popular thinking, mis- 
direct public policy and legislation, promote economic disequilibrium, 
hamper the smooth operation of the American free economy and in- 
crease the menace of the forces that are tending toward destruction of 
that free economy.... 

Professor King’s writing is based on the firm foundation of sound eco- 
nomic principles and command of the facts. His command of statistical 
technique enables him to present conclusive demonstrations of his vari- 
ous propositions. He writes clearly, forcefully, and with a sense of humor. 
—Frep Rocers Farrcuitp, Economics Professor Emeritus, Yale Uni- 
versity. 


Tue Keys TO Prosperity deserves wide circulation and careful read- 
ing. Its handling of the many economic fallacies that plague us is con- 
vincing and deserves to be thoughtfully considered by those who make 
and influence public policy—Hartey F. Lutz, Dept. of Economics, 
Princeton University. 


Dr. King’s proposals all revolve around the value and dignity of the 
individual, and are antagonistic to the current obsession of paying 
tribute to the abstract state. Rational individualism rather than statism 
is still the road to lasting freedom and security—Gorpon S. WATKINS, 
Dept. of Economics, University of California. 


242 pages. Cloth-bound, $4; 
fibre-bound, $2, postpaid. 


CONSTITUTION AND FREE ENTERPRISE FOUNDATION 
210 EAST 43rd STREET ° NEW YORK 17, N. Y. 
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THE COMMUNIST PROBLEM 
IN AMERICA 


A BOOK OF READINGS 


Edited by Epwarp E. Patmer, Maxwell Graduate School of Citizenship and 
Public Affairs, Syracuse University 


For the responsible citizen, particularly the college student 


That he may become alert to the dangers in the communist movement 
and conversant with proposed remedies 


Part One: THe StrateGy AND Tactics or WoRLD Communism (14 readings) 
Part Two: THe Communist Party 1n America (6 readings) 

Part Three: Towarp AN INroRMAL SoLuTION (15 readings) 

Part Four: Towarp A Format Souurion (7 readings) 





Juiy, 1951 496 pages $2.50 
THOMAS Y. CROWELL COMPANY 
432 FOURTH AVENUE NEW YORK 16, N. Y. 


























American Economic Review 





VOLUME XLI SEPTEMBER, 1951 
Contents 
The} Construction of a New Theory of Profit.................. Jean Marchal 
Se IID, ov ceen can vdane dace chaseebeeeeneael Stephen Enke 
ee re rere A. H., Leigh 
Wage Pressure and Technological Discovery...................G. F. Bloom | 
TT eee eee ee W oodlief Thomas 
Disparities in Consumption Levels......................-0-- M. K. Bennett | 
The Lake Erle Trem Ove Mavlsat..... . oo. cic cecctccccccsseeccs L. G. Hines 


Reviews of Books, Titles of New Books, Periodicals, Notes 





The AMERICAN ECONOMIC REVIEW, a quarterly, is the offical publication of the 
American Economic Association and is sent to all members. The annual dues are $6.00. Ad- 
dress editorial communications to Dr. Paul T. Homan, Editor, American Economic Review, 
University of California, 405 Hilgard Avenue, Los Angeles 24, California; for information 
concerning other publications and activities of the Association, communicate with the Sec- 
retary-Treasurer, Dr. James Washington Bell, American Economic Association, Northwestern 
University, Evanston, Illinois. Send for information booklet. 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Other Members of the 
Department of Economics of the University of Chicago 
The October, 1951 issue will contain: 


An Experimental Measurement of Utility. . Frederick Mosteller and Philip Nogee 


Labor and Output in Soviet Concentration Camps.............. Naum Jasny 
Inflation Control through the Loan Ratio................. M. Bronfenbrenner 
Are Property Tax Rates Increasing?...................... Colin D. Campbell 
The Life of John Maynard Keynes....................... Lawrence R. Klein 
BS IO re Alvin H. Hansen 


FOUNDED IN 1892. Published bi-monthly: February, April, June, 
August, October, December. Subscription rate $6.00 per volume. Sin- 
gle copy $1.50. Special rates: $5.00 per volume for faculty members 
teaching business or economics. $3.00 volume for graduate stu- 
dents in business or economics. Canadian postage 20 cents. Foreign 
postage 50 cents 


The University of Chicago Press * 5750 Ellis Ave., Chicago 37, Ill. 























Wanted... 


BACK COPIES OF THE 
SOUTHERN ECONOMIC JOURNAL 


There are frequent calls for complete sets of this JOURNAL, generally 
from libraries. Several of the back issues are out of stock. Anyone able to 
contribute, to sell, or to induce others to sell, any or all of the following 
issues will be rendering a real service. We will pay $1.00 per copy for any 
of the following issues in reasonable condition. 


October 1933, April, July and October 1936, January and July 1937, 
July 1939, October 1940, January 1945, January 1947, October 1949. 


The Southern Economic Journal 
Box 1289, Chapel Hill, N. C. 
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SOUTHERN ECONOMIC ASSOCIATION 


OFFICERS OF THE ASSOCIATION 


President 
James E. Ward, George Peabody College for Teachers 


Vice Presidents 


G. W. Stocking, Vanderbilt University 
B. U. Ratchford, Duke University 


Secretary-Treasurer 
J. B. McFerrin, University of Florida 


Editors of Publications 


L. K. Brandt, University of Mississippi 
G. W. Stocking, Vanderbilt University 
E. W. Swanson, Emory University 


EXECUTIVE COMMITTEE 
OFFICERS OF THE ASSOCIATION 
and 


David McCord Wright, University of Virginia 
George H. Aull, Clemson College 
G. T. Schwenning, University of North Carolina 


Membership dues in the Association are: annual $4.00, 
sustaining $5.00, contributing $10.00, life $60.00, institutional 
$10.00, student $2.00. Membership fees include payment for a 
year’s subscription to The Southern Economic Journal. 


Applications for membership should be addressed to 
J. B. McFerrin, University of Florida, Gainesville, Florida. 



































JUST PUBLISHED! 


WELFARE AND COMPETITION 


THE ECONOMICS OF A FULLY EMPLOYED ECONOMY 





By Tibor Scitovsky, Stanford University 








This new book deals with general economic theory, 
other than employment theory. It contains the 
theory of pure monopolistic competition, with 
special emphasis upon welfare aspects—that is, on 
the efficiency of the different forms of competi- 
tion. The book begins with an analysis of the con- 
sumer and of the individual firm; but the main 
stress is on the analysis of the economic system 


as a whole. Its purpose is to explain the working 


of the market economy and the pricing system, to 





appraise their efficiency, and to compare their 
efficiency under different competitive conditions. 
Keep this addition to the IRWIN SERIES IN 
ECONOMICS in mind as a text for courses in 
price theory, value theory, pure and monopolistic 


competition, and welfare economics. 





RICHARD D. IRWIN, INC. 
HOMEWOOD, ILLINOIS 












































